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FINANCIAL HIGHLIGHTS 


(in millions of dollars except per common share amounts) 


2001 2000 % Change 

For the year 
Premiums: 

Life insurance, guaranteed annuities and insured health products ....... $ 1,840 $ 2,108 -13 % 

Reinsurance and property and Castialty .c1...cacseccocrsesceetertescssscneaenrermiensts 3,455 2,878 20 % 
Segregated funds deposits: (!) 

Individual products <cc.-.scccesseosessssssxoncezanstecanconsscnochenteasterer-spears celceanasees somes 1,001 1,181 -15% 

GOL Products eis Lccscsesssecsssacsinsuoesosaeaseuasetieatescnccveces renchcaeecias eaatcaeeecant ase 1,429 773 85 % 
Total premiums and deposits: c.cecasccs ses -sncorsvessateiapeceeatetesenseate Berapeaacscomstyeectecs ee 08 $ 7,725 $ 6,940 11% 
Bee and other in Core iiccccscescs ceesocestacerc cece Tee 187 153 22 % 
Paid or credited to policyholders. ...-.-.asecctssnnessvscoseonsssnnsecvosesonarnsanesssectaoostescancsts 6,194 5,857 6% 
Net income attributable to: 

Participating policyholder @) 2. liuccsnoccssesonce eapeonssn-shardesenestenteaqeaivepeonses snore 14 20 -30 % 

Preferred shareholdens.ftsccccccecrcte ce scree rer eee 18 18 — 

Gommion shareholder (2s ie emcee reece meee eee 132 119 11% 
Net IT COM icsescsasceces ses cesssesnce cnc clpnccecocecsesheooee  Sosssote nee c teers Tee Re $ 164 $ 157 4% 
Return on common. shareholder equity cc. <c--.cesc.nacscecoonyssucesstacassctsbereonnteevecaes 13.1% 12.6% 
Per Common Share 
ING tb CAMS: cccacd sos desstensesonsucenvssacasutsGeastvicssarvugcheuncdeoncureseuechte et nocns vest icoe auetmrenteees $ 1.51 $ 1.36 11 % 
Divicleracls pail i sccsy.cecssivecee octet ccestaes erat nc anes eater tee eee eens 0.76 0.76 - 
Book vale gs. sosccaccrsstectscesares chase teeter eee ee ee Oe 11.99 Lily 7% 
At December 31 
Total Assets osccszactccxckessccuatestesezect dese see leiee retro eee ee $ 25,257 $ 24,317 4% 
sepregated futids: assetgit?) nce aac cceeretcaecvaseses tence eerie eee eee 10,521 9,045 16 % 
Wotalfassetsiunderiadmimistrationecee ester ee eee $ 35,778 $ 33,362 7% 
Total capital stock:arid surplus dan-cceraetecscusnece crane eee $ 2,212 $ 2,124 4% 


(1) Segregated funds deposits 


The financial statements of a life insurance company do not include the assets, liabilities, deposits and withdrawals of segregated funds. However, the Company does earn 
fee and other income related to these contracts. 


Segregated fund contracts are an important aspect of the overall business of the Company and should be considered when comparing volumes, size and trends. 


(2) Results include a charge of $73 million after-tax in the shareholder account and $9 million after-tax in the participating policyholder account from the events of 
September 11, 2001, related to the reinsurance business. 
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CORPORATE PROFILE 


ondon Insurance Group Inc. (LIG) is a financial services 

holding company providing insurance and insurance- 
related products in selected domestic and international 
markets. Founded in 1977, LIG holds 100% of the common 
shares of London Life Insurance Company. 


LIG has more than $35 billion in assets under administration. 
London Life Insurance Company 


Founded in London, Ontario in 1874, London Life offers 
financial security advice and planning through its 3,000 
member Freedom 55 Financial™ division. Freedom 55 


Financial offers London Life’s own brand of savings and 
investments, retirement income, life insurance and mortgages. 
In addition, Freedom 55 Financial security advisors offer a 
range of leading financial products from other financial 
institutions. London Life subsidiary, Quadrus Investment 
Services Ltd.™, offers 40 exclusive mutual funds under Quadrus 
Group of Funds™. 


London Life is the leading provider of life insurance to 
Canadians, and has the largest participating life insurance 
business in Canada. 


In addition to its domestic operations, the Company partici- 
pates in international markets through London Reinsurance 
Group, a supplier of reinsurance in the United States and 
Europe. 


The Great-West Life Assurance Company 


LIG is a subsidiary of The Great-West Life Assurance Company, 
which holds 100% of LIG’s common shares. Founded in 
Winnipeg in 1891, Great-West is a leading life and health 
insurer in the Canadian market. Great-West and its subsidiaries 
serve the financial security needs of more than 9 million 
Canadians. 
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MANAGEMENT?’S DISCUSSION AND ANALYSIS 


TABLE OF CONTENTS 
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Risk Management and Control Practices 


Business Segments 


he Management’s Discussion and Analysis (MD&A) 

presents management's view of the financial position and 
performance of London Insurance Group (LIG) in 2001 
compared with 2000. The MD&A provides an overall 
discussion, followed by analyses of the performance of the 
Company’s major reportable segments. 


Business 


Through London Life Insurance Company (London Life), LIG 
is a provider of insurance and insurance-related services in 
selected domestic and international markets. LIG owns a 100% 
voting interest in London Life. 


Forward-looking Statements 


This report may contain forward-looking statements about 


future operations, financial results, objectives and strategies of 
the Company. Forward-looking statements are typically 


identified by the words “believe”, “expect’, “anticipate”, “intend”, 
“estimate” and other similar expressions. 


These statements are necessarily based on estimates and 
assumptions that are subject to risks and uncertainties, many of 
which are beyond the Company’s control. Actual results may 
differ materially due to a variety of factors, including legislative 
or regulatory developments, competition, technological change, 
global capital market activity, interest rates and general 
economic conditions in Canada, North America or 
internationally. 


These and other such factors should be taken into consideration 
when reading the Company’s forward-looking statements. 
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FINANCIAL INFORMATION 
Consolidated Operations 
Years ended December 31 
(in $ millions) 2001 2000 
Participating Participating 
Shareholder _ Policyholder Total Shareholder _Policyholder Total % Change 
Income: 
Premium income (1) $ 4,147 $ 1,148 $ 5,295 S$) 33854 $) 151132) $4986 6% 
Net investment income 929 Hip 1,701 867 773 1,640 4% 
Fee and other income 187 - 187 153 - 153 22% 
Total income 5,263 1,920 7,183 4,874 1,905 6,779 6% 
Benefits and Expenses: 
Paid or credited to policyholders 4,633 1,561 6,194 4,283 1,574 5,857 6% 
Other 387 244 631 396 234 630 - 
Net operating income 
before income taxes 243 115 358 195 97 292 23% 
Income taxes 81 101 182 45 Te. 122 49 % 
Net income before minority 
shareholder interest 162 14 176 150 20 170 4% 
Minority shareholder interest of 
London Insurance Group subsidiaries 
Preferred shareholder dividends 10 - 10 10 ~ 10 - 
Minority shareholder interest Z - Z 3 - 3 -33% 
12 - 12 ils} - 13 -8% 
Net income $ 150 $ 14 $ 164 $ eye NS 20 $ 157 4% 
Summary of Net Income 
Attributable to participating 
policyholder 
Net income before policyholder 
dividends $ - § 511 §$ 511 $ - $ 475. $ 475 8% 
Policyholder dividends - 497 497 - 455 455 9% 
Net income — participating 
policyholder - 14 14 - 20 20 -30% 
Attributable to shareholder 
Preferred shareholder dividends 18 - 18 18 - 18 - 
Net income — common shareholder 132 - 132 119 - 119 11% 
150 - 150 ey - 137 9% 
Net income $ 150 $ 14 $ 164 $ 137s 20 $ INsy7/ 4% 
(1) excludes segregated funds deposits of: $ 2,430 $ - $ 2,430 $1,954 $ — $ 1,954 24% 


EE OUN DI OINMAIENES USRVAINE Gl Eee Gere ORUs ama leIN Gar 
QUARTERLY FINANCIAL INFORMATION 
(in $ millions, except per common share amounts) 
Total Net Income — 
Revenue Common Shareholder " 
Total Per Share 
2001 $ 1,752 $ 43 $ 0.50 
1,837 (4) (0.05) 
2,003 48 0.54 
1,591 45 0.52 
QOOO “Fourth quarter sy ooyccsecs cars xasscttsstcevea teste oceresnecsveceecessteawesrasstssasbsvevereczescusae mectoasestectescataiaeesee $ 2,038 $ i 0.14 
WD bntr dy quarteriscteccerecsssscescssetcneecesstscapretsessspesconsvagc sacaeneac Sr entinoncnasteareattcct tentcericstvetoeeeeceasecee 1,569 35 0.39 
Secon di quar ten sci sejecaccssseteceaveccaseesszversucatvesvnsstesssneoactestoetessctssaeresescnzactapsortsstorscasess petcoonsneensae? 1,630 38 0.44 
Birt QUT Ce Tyecneceetercecrerrece eeetreet tere cteenseten ecaetscteacaesn estates cantectsnarracenteecarinearateercanteeaserrarecrsiere 1,542 34 0.39 


(1) Third quarter 2001 includes a charge of $73 million from the events of September 11, 2001. 


2001 CONSOLIDATED OPERATING RESULTS 


The discussion of operating results is followed by a report on operations presented in terms of the major business units of 


London Insurance Group: 


@ Insurance & Investment Products 


— life insurance products for individual clients, life, health and disability insurance 


products for group clients, as well as retirement savings and income products for both 
group and individual clients. 


@ Reinsurance & Specialty General 
Insurance 


NET INCOME 


LIG’s net income attributable to shareholders was $150 million 
in 2001, compared to $137 million for 2000. Net income 
attributable to common shareholders was $132 million, up 
from $119 million for 2000. 


The net increase in income attributable to common 
shareholders in 2001 reflected growth in fee income, strong 
investment performance and favourable mortality and 
morbidity experience, offset somewhat by a third-quarter 
claims provision of $73 million in the shareholders account 
from the events of September 11, 2001, related to the 
reinsurance business. Shareholders’ net income in 2001 also 
includes a reduction in provisions for Canadian income taxes 


NET INCOME - BY SEGMENT 


Years ended December 31 (in $ millions) 


— life, property and casualty, accident and health, annuity coinsurance and specialty 
general insurance in specific niche markets. 


reflecting both changes in the tax rates and revisions to the 
estimated pattern or incidence of future taxes to which tax rate 
reductions apply. 


In terms of reportable segments, the increased net income 
reflects an increase of 67% in Insurance & Investment Products 
income, as a result of solid operating performance as well as a 
large reinsurance transaction with Great-West described in 
note 9(b) (ii) of the financial statements. For the Reinsurance & 
Specialty General Insurance segment, reduced net income is 
related to the third-quarter claims provision of $73 million 
attributable to shareholders and $9 million attributable to 
participating policyholders from the events of September 11, 
2001. 


Net Income — Shareholder 
Insurance & Investment Products 
Reinsurance & Specialty General Insurance 
- events of September 11, 2001 
- other 


2001 2000 % Change 
wavsSvsoebusececesuesactsmuctttestes $ 165 $ 99 67 % 
a sueeavacaesucernecatecoeneeeeeteent (73) - = 
sadeuvettvssees 40 40 = 
sosgnvestnsdeasecertetatsesstrisiees 18 (2) = 

$ 150 $ 137 9% 


LONDON 


Premiums and Deposits 


Total premiums and deposits were up 11% overall from 2000 
levels. Risk-based product premiums increased 6%, while 
deposits to individual segregated funds decreased 15%, and 
deposits to group segregated funds grew 85% from 2000 levels. 
However these results include two one-time events during 2001: 


@ Individual insurance non-participating premiums in 2001 
reflect a reduction of $449 million due to London Life ced- 
ing, by co-insurance, a specific block of policies to 
Great-West. 


@ London Life’s Group Retirement Services Division acquired 
Great-West’s group retirement plans. This acquisition 
resulted in the recognition by London Life of group savings 
plan risk-based premium income of $199 million and group 
segregated funds deposits of $775 million. 


Excluding these two transactions, total premiums and deposits 
were up 4% from 2000 levels, with risk-based products other 
than reinsurance virtually flat, and deposits to individual and 
group segregated funds lower by 15% and 16%, respectively. 


PREMIUMS AND DEPOSITS 


Years ended December 31 (in $ millions) 
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Reinsurance and specialty general insurance premiums 
increased by 20% related to a decrease in property and casualty 
and a 55% increase in the life insurance lines. This segment of 
business can reflect significant revenue increases or decreases 
depending on the structure of the contract and often is not 
related to profitability. 


Paid or Credited to Policyholders 


This amount is made up of increases in policy liabilities, claims, 
surrenders, annuity and maturity payments, dividend and 
experience refund payments for guaranteed products, but does 
not include payment amounts for fee-based products. 


In aggregate, $6.2 billion was paid or credited to policyholders 
in 2001, an increase of 6% compared to 2000. 


Policyholder dividends credited in 2001 were $497 million, 
compared to $455 million in 2000. 
Other 


Included in other benefits and expenses are operating expenses 
which remained flat in 2001 with 2000 levels. 


Premiums and Deposits Sales “” 
2001 2000 % Change 2001 2000 % Change 
Business/Product ae Se ee Se ee See, et a 
GrOUp IMSULATICE Mere cctcesecoocsnecet asec tcvecoscectesnsesscesveve $ 555 593 -6% $ 19 $ 19 - 
Individual Insurance 
Life Insurance - Participating...................... 1,148 2) 1% 44 50 -12% 
- Non-participating ............. (269) 158 - 30 22, 36% 
Retirement & Investment Services 
MimeltvadtialyprO GUGtS seseetecrstveesssetrsse<scecsasesetes 1,090 1,306 -17% 1,687 2,080 -19% 
(GroupiprodUcts eresssvccscicssssrssssusssrssatescseeceses 1,746 873 100% 241 187 29% 
Reinsurance & Specialty 
General Insurance .........0c.cssscrssscsevesccsesesevsceesses 3,455 2,878 20% 3,455 2,878 20% 
Sans 725 6,940 11% $ 5,476 $ 5,236 5% 
Summary by Type 
Ruskebased products cec.ccccnxcscecenss-svosserssecesosess $5,295 4,986 6% 
Segregated funds deposits 
EB IniGividtallprOdUCtSiecrcsscesescssteceessroeses 1,001 1,181 -15% 
El (GROUP) PLOCUGES teeeacecce-- cee cersstenessacnscceraccs 1,429 773 85% 
Total premiums and deposits ..............::000 Si 5/.25 6,940 11% 


(1) Excludes Quadrus distributed mutual funds sales. 
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ASSETS 


Total assets under administration increased 7% to $35.8 billion 
when compared to 2000. Segregated funds assets increased 16% 
and general funds assets increased 4%. 


CONSOLIDATED BALANCE SHEET 


Years ended December 31 (in $ millions) 


Shareholder 
ASSETS 
Imvestectassetseetc cc eee $ 8,218 
Goodwillen eee ees 46 
OME ASSELS eee ceterectre tes omrcereaeet coronene 5,385 
Total aSSets:sccsceseeascsc rs ere eae $ 13,649 
Sepresatedstumasassets messes eemeeras 
Total assets under administration ...........:.000000+ 


Net investment income was $1.7 billion in 2001, compared to 
$1.6 billion in 2000 mainly due to the increase in general fund 
assets offset by a general decline in interest rates. 


2001 2000 
Participating Participating 

Policyholder Total Shareholder _ Policyholder Total 
$ 11,211 $ 19,429 $ .8,289- $10,773" $9 19;062 
= 46 50 = 50 
397 5,782 4,828 377. 5,205 
$ 11,608 $ 25,257 (S eyiiey -S) isle) 8 DESI 
10,521 9,045 


$ 35,778 Saks? 


LIABILITIES, POLICYHOLDER AND SHAREHOLDER EQUITY 


Policy liabilities Wisc. cscesesccrecscvseseece-scuseessososseswere $ 10,906 $ 10,113 $ 21,019 $ 10,429 $ 9,585 $ 20,014 
Net deferred gains on portfolio 
INVESTIMENUSISOLG seacceserereneecerm ccm tetretere ers 156 370 526 215 400 615 
@theriabilitiesses ee ee 1,079 211 1,290 1,088 266 1,354 
Total liabilities?eecee ce cece 12,141 10,694 22,835 11,732 10,251 21,983 
Minority shareholder interests .............ssssseseeees 210 - 210 210 - 210 
Capital stock and surplus sci.ceasc-cg sorte 1,298 914 DIA 1,225 899 2,124 
Total liabilities, policyholder 
and shareholder equity ..............::s:sscsesssseseeeees $ 13,649 $ 11,608 $ 25,257 SS USI = SY MLSE) RS Dee sii 
ASSET DISTRIBUTION 
December 31 (in $ millions) 
2001 2000 
Government, DONS ire ccrerrcecectesctcesencetrsciscucvecesesseterscesuectoerrenececheveerasersetescoctncstneacesoess $ 3,986 21% $ 4,171 22% 
COEPOLALS DOES irra occascecserecnnnseecsteccocestebecesnsthemetlosstddestvasaasasecetotoptvacsntceecansntitetort oeones 7,208 37. 7,064 37 
INTO LED a GOS ersrecreos cascenrsatacs  Wonccscuccoersvettresecscteettatecteieersnectoerssastractecsscvesrasseccivchcessttare 5,432 28 5,261 28 
SUOCKS in ppeeee ce aircdre sterrresee ee ome tere ete eet ener has eoeodiv in movie 515 3 466 2 
REAL SCALE career cctes capeds attcde bees tus etapa seh wsdn acolo Rese me cosas ROAR ae av oosdusceSeceet hace 758 4 741 4 
Sub-total portiolio:tVvestiments 4. <.2c acuta eat GE ee ge ee 17,899 17,703 
Cash SaCeRUACALeS Ul CEPOSlec Mien tinue toot ete eB Ri 309 1 202 1 
LACT Ne (a ek ns GALE oa tr a Pr aia Ni a 22 6 1,157 6 
Ti . sa Le — 
PGA eS CU ASSES need ater an mre ri trenin het merece, da. hans $ 19,429 100% $ 19,062 100% 
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BOND PORTFOLIO QUALITY 
(excludes $248 million short-term investments, $449 million in 2000) 


Years ended December 31 (in $ millions) 


Estimated Rating 


Ome meee e eee ease esse ses eeee ne eereeeeeneeee seen eee esse Eee SEE EERE OESESESELES DEO Eee SEeeneesesecsenees 


MO eee eee eee en erase ceneseneseeeenee en eee reece eee Eee Eee ee ease EEE SHEE EOEEEDESOOSeEDeseseseeeeenseesseees 


2001 2000 
acedsassusceneseren $ 4,180 38 % $ 3,978 33% 
sbbaseksnoessatiese 1,399 13 1,954 18 
eotegtesasestrate 3,726 34 4,058 38 
sagesttnens vette 1,507 14 1,091 10 
scvseastasessesetes 134 1 105 1 
sperotedecdesgnsces $ 10,946 100% $ 10,786 100% 


Bond Portfolio 


The total bond portfolio remained at $11.2 billion, representing 
58% of invested assets at December 31, 2001, compared to 59% 
of invested assets at December 31, 2000. Federal, provincial and 
other government securities represented 36% of the bond port- 
folio, down slightly from 37% in 2000. The overall quality of the 
bond portfolio remained high, with 99% of the portfolio rated 
investment grade and 85% rated A or higher. The quality of the 
portfolio reflects the Company’s conservative investment and 
lending policies and continuous monitoring of credit quality. 


Mortgage Portfolio 


The total mortgage portfolio increased slightly to $5.4 billion or 
28% of invested assets in 2001 compared to $5.3 billion or 28% 
of invested assets in 2000. The mortgage portfolio consisted of 
31% commercial loans, 33% multi-family/apartments and 36% 
single family residential loans. Total insured loans were $2.3 bil- 
lion or 43% of the mortgage portfolio. It is the Company’s 
practice to acquire only high quality commercial loans meeting 
strict underwriting standards and diversification criteria. The 
Company has a well-defined risk rating system, which it uses in 
its underwriting and credit monitoring processes for commer- 
cial mortgages. Residential loans are originated by the 
Company’s mortgage planning specialists in accordance with 
well-established underwriting standards and are well diversified 
throughout Canada. 


Equity Portfolio 
The Company’s total equity portfolio was $1.3 billion at 
December 31, 2001 or 7% of invested assets, up slightly from 


LIQUID ASSETS 


December 31 (in $ millions) 


Gash Sc Certicates tO epOsltmererresnrtecestscctrceezssesrsscsascrcovcscassueonsevssnesavenscascosve 


Highly marketable securities 


(GOverminlenta b OMG Summer rere ttt etree cee ciesteetecltearerseccccectsrecvoonsseuavessues 
Corporate Dod Speeeeester nteteasreae ests tecens eteveesseccessancsssarscussbesseseseoeese 
Gommoty/Rrelenredisiatesuemmeseeetecctetbesets ctecscsessscsctaxessesevsossccessess 


$1.2 billion or 6% of invested assets a year ago. The equity port- 
folio consists primarily of high quality publicly traded stocks 
and institutional-grade income producing real estate located in 
major Canadian economic centers. 


Non-performing Loans 


The aggregate amount of non-performing loans at December 
31, 2001 was $31 million or 0.17% of portfolio investments, 
compared to $20 million or 0.11% a year ago. Total allowances 
for credit losses totaled $30 million, compared to $25 million a 
year ago. Additional provisions for future credit losses on assets 
backing liabilities are included in actuarial liabilities and 
amounted to $278 million at December 31, 2001 ($253 million 
at December 31, 2000). 

Liquidity 

The Company uses a number of techniques to manage liquidity 
in the general funds. Products are designed to improve the pre- 
dictability of their liability cash flows and to reduce the risk of 
disintermediation. Assets are acquired to provide cash flows 
that match the requirements of liabilities. A portion of assets is 
held in highly marketable securities that can be sold to meet any 
unanticipated cash flow requirements prior to maturity. 
Additional liquidity is available through established lines of 
credit and the Company’s demonstrated ability to access the 
capital markets for funds. 


Liquid assets of over $10 billion provide adequate levels of liq- 
uidity, particularly when used in combination with the other 
methods of liquidity management available to the Company. 


2001 2000 
Balance Sheet Market Balance Sheet Market 
Value Value Value Value 
ELD $ 287 $ 287 $ 160 $ 160 
Scare 3,763 3,905 3,939 . 4,062 
eens 4,705 4,675 4,513 4,549 
Seren 395 405 424 400 
Sep 972 994 1,100 1,096 
vere $ 10,122 $ 10,266 $ 10,136 $ 10,267 
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CASHABLE LIABILITY CHARACTERISTICS 


December 31 (in $ millions) 


2001 2000 
Surrenderable insurance and annuity liabilities 
INE TATKEE VALUE’ seecsceccescesdccccecesesvadectecuosssecteecceducestuisstavessusveo tecssobereetece ete scsteue CES Cone ceoUct meen CRDU ST Pe Rae Wee EOE Catena $ 213 ae 2,229 
AE book Wate ese ie ccccc oer cnesceeea sca eer oor a CTD R aa EE A TT 8,713 9,241 
NU Ota esas acnccascoceocscssoasaoactassuezesscecuscccctaces see soske Cavs teertasduccsrcucevevssarsaruseessenceudeca conencentene tt terenteeantesenrerensereacetresettarerTeotneee $ 10,844 $ 11,470 


Segregated Funds 


During 2001, the Company added 11 segregated funds and of business, including 76 funds totaling $2.7 billion managed 
assets under management grew by $1.5 billion or 16% to $10.5 by 17 external managers as sub-advisors to London Life 
billion at year-end. In total, the Company offers 130 segregated Investment Management (LLIM), a wholly-owned subsidiary 
funds as part of Individual and Group Retirement Services lines of London Life. 


SEGREGATED FUNDS ASSETS 


December 31 (in $ millions) 


2001 2000 1999 1998 1997 
SEO KS erase ccctesceseer tees so eter Se Tene eaa es ESS STFC $ 6,442 $ 5523 4,052 $ 3:073.® 2,507 
BOs erect cch theo us each oacccebeccadcesussaoteate va cuse enc ene at toe totes aa tena Ntce eeteceeee 2,552 2,415 2,193 1,844 15355 
Mortgages 539 476 523 517 434 
Real Estate 419 161 89 85 38 
Cash and other 569 470 Sit 430 266 
dl 5) Fe Nec eer ee eee ees Set eee cs REESE Se aE EOHE Re CaS CECE OSES AR $ 10,521 $ 9,045 $ 7,368 §$ 5,949 $ 4,600 
Intermalhyemamaced se. cx.cc..-cseccsscssceoysayavteecnceeassavevasscaccomeeesresreeeseaeteer tents 7,773 6,915 6,068 5,137 4,140 
Externallysmiana gd J. s-scsccsocsscasesctsosccrtesssesesuvanca cecctesocseaseivenesnectsucestoursce 2,748 2,130 1,300 812 460 
Neat Overiyear prowl c ce caecsonsettcticsmatrcvetten ont tvrarerture nesters eet 16% 23 % 24% 29 % = 
FINANCIAL STRENGTH insurance companies operating in Canada, known as the 


Minimum Continuing Capital and Surplus Requirements 
(MCCSR). London Life’s MCCSR ratio at the end of 2001 was 
208% (199% at the end of 2000). 


The Office of the Superintendent of Financial Institutions 
Canada (OSFI) has specified a capital measurement basis for life 


RATINGS OF LONDON INSURANCE GROUP AND MAJOR SUBSIDIARIES 


London Insurance Group 
Pfd-1 (low) n 
A3 
Standard & Poor’s A/P-1 (low) 
London Life Insurance Company A.M. Best 
DBRS 
Fitch Ratings 
Moody’s 
Standard & Poor’s 
London Reinsurance Group: 
London Life Reinsurance Company (U.S.) A.M. Best 
London Life & Casualty Reinsurance Corporation (Barbados) A.M. Best 
London Life & General Reinsurance Corporation Limited (Ireland) A.M. Best 


London Guarantee Insurance Company 


DBRS — Dominion Bond Rating Service 
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Common shareholder equity was $1,048 million at year-end 
2001. During 2001, dividends paid to common shareholders 
were $0.76 per share or $67 million. All of the outstanding 
common shares are owned by Great-West. 


On October 5, 2001, Moody’s Investors Service confirmed the 
ratings of the Company’s wholly-owned subsidiary London 
Life, but changed its rating outlook from stable to negative. The 


change in outlook reflects Moody’s assessment of the » 


uncertainty inherent in gross and net reinsurance loss estimates 
in connection with the events of September 11, 2001. 


On October 12, 2001, A.M. Best Co. downgraded the financial 
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strength rating of London Life Reinsurance Company (LLRC) 
from A+ (Superior) to A (Excellent). LLRC, a wholly-owned 
subsidiary of London Reinsurance Group (LRG), conducts 
LRG’s life and annuity reinsurance business, based in Blue Bell, 
Pennsylvania. The rating action aligns LLRC’s rating with the A 
(Excellent) ratings currently assigned by A.M. Best to LRG’s 
other operating companies, London Life & Casualty Reinsur- 
ance Corporation (St. Michael, Barbados) and London Life & 
General Reinsurance Company Limited (Dublin, Ireland). 


All other financial ratings were reaffirmed by the rating 
agencies. 


RISK MANAGEMENT AND CONTROL PRACTICES — LONDON LIFE 


Risks Associated with Policy Liabilities 


Insurance companies are in the business of assuming and 
managing risk. Depending on the product being offered, the 
risks vary. Products are priced for target levels of return, and as 
experience unfolds pricing assumptions are validated and profit 
emerges in each accounting period. Policy liabilities reflect 
reasonable expectations about future risk events, together with 
a margin. Although pricing on some products is guaranteed 
throughout the life of the contract, policy liability valuation 
requires updated assumptions to reflect emerging experience 
results. In this way, the balance sheet reflects the current 
outlook for future policyholder obligations. 


The Boards of Directors of each operating company have 
approved Standards of Sound Business and Financial Practice 
for both Pricing and Underwriting (Selection of Risks) of 
product offerings. Management is responsible for effective 
execution of these policies. A compliance process is in place for 
these policies. The Actuary is required to value the policy 
liabilities and report on the financial condition of each 
operating company. The Audit Committee of the Board of each 
operating company reviews the work of the Actuary. 


The significant risks and related monitoring and control 
practices of LIG’s operating companies are: 


Mortality and Morbidity Risk— Many products provide benefits 
in the event of death. Benefits due to disabling conditions and 
medical or dental costs are also important product features. 
Research and analysis is continuously ongoing to provide the 
basis for pricing and valuation assumptions which properly 
reflect the markets where London Life is active. 


Persistency (Policy Termination) Risk — Products are priced and 
valued to reflect the expected duration of contracts. This risk is 
important for expense recovery (higher costs are incurred in 
early contract years) and for long-term level premium products 
where costs increase by age and pricing assumes that some 
policyholders will discontinue their coverage. Annual research 
studies support pricing and valuation assumptions for this 
persistency risk. 


Investment Yield Risk — Products are priced and valued based 
on the investment returns available on assets which back up the 
policy liabilities. Effective and continual communication 
between pricing, valuation and investment management is 
required to control this risk. Investment Policies have been 
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approved by the Boards of Directors of each operating 
company. These policies provide guidance on the mix of assets 
allowable for each product segment. Yield rates are derived 
from the actual mix of assets put in place. Products with longer 
term cash flows and pricing guarantees carry more risk. Both 
pricing and valuation react to this risk by requiring higher 
margins where there is less yield certainty. 


Reinsurance Risk— Products with mortality and morbidity risks 
have specific limits of Company retention approved by the 
Board of Directors on the recommendation of the Actuary. 
These limits are reviewed and updated from time to time. The 
Company also takes advantage of financial risk transfer through 
reinsurance to enhance earnings. Companies providing 
reinsurance are reviewed for financial soundness as part of the 
ongoing monitoring process. The Company is also protected 
from catastrophic events through purchased coverage. 


For additional information on these risks refer to note 4(d), 4(e) 
and 4(f) of the LIG financial statements. 


Risks Associated with Invested Assets 


The Company acquires and manages portfolios of assets to 
produce risk-adjusted returns in support of policyholder 
obligations and corporate profitability. 


The Boards of Directors or the Executive Committees and the 
Investment and Credit Committees of the Boards of Directors 
annually approve Investment & Lending Policies, as well as 
Procedures and Guidelines. A comprehensive report on 
compliance with these policies, procedures and guidelines is 
presented to the Boards of Directors or Investment and Credit 
Committee annually, and the Internal Audit department 
conducts an independent review of compliance with invest- 
ment policies, procedures and guidelines on a periodic basis. 


The significant risks associated with the invested assets that the 
Company manages, monitors and controls are outlined below. 


Interest Rate Risk — Interest rate risk exists if asset and liability 
cash flows are not closely matched and interest rates change. 


For asset/liability management purposes, the general funds are 
divided into segments. Assets in each segment are managed in 
relation to the liabilities in the segment. The risks associated 
with the mismatch in portfolio duration and cash flow, asset 
prepayment exposure and the pace of asset acquisition are 
quantified and reviewed regularly. 
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Credit Risk — It is Company policy to acquire only investment- 
grade assets and minimize undue concentration of assets in any 
single geographic area, industry or company. Guidelines specify 
minimum and maximum limits for each asset class. 


Credit ratings for bonds are determined by recognized external 
credit rating agencies and/or internal credit review. These 
portfolios are monitored continuously and reviewed regularly 
with the Boards of Directors or the Investment and Credit 
Committees of the Boards of Directors. 


Off-balance sheet credit risk is evaluated quarterly on a current 
exposure method, using practices that are at least as 
conservative as those recommended by regulators. 


Liquidity Risk — The Company closely manages operating 
liquidity through cash flow matching of assets and liabilities 
and has approximately $10 billion in highly marketable 
securities. 


Foreign Exchange Risk — Investments are normally made in the 
same currency as the liability. Any foreign currency assets 
acquired to back liabilities are converted using foreign exchange 
contracts. 


Other Risks - The Company has established specific policy 
guidelines and monitoring procedures related to environmental 
risk management in the investment portfolios. 


Derivative Instruments 


The Company’s risk management process governing the use of 
derivative instruments, includes: 


@ The Company acts only as an end-user of derivative prod- 


ucts, not as a market maker. 


@ The Company has strict operating policies which: 

— prohibit the use of derivative products for speculative 
purposes, 

— permit transactions only with approved counterparties, 


— specify limits on concentration of risk, 
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— document approval and issuer limits, and 
— document the required reporting and monitoring 
systems. 


The Company’s outstanding derivative products at December 
31 and the related exposures are described in note 11 of the LIG 
financial statements. 


Recent Accounting Pronouncements 


In 2001, the Canadian Institute of Chartered Accountants 
released final standards on business combinations and goodwill 
and other intangible assets. These standards are nearly identical 
to U.S. GAAP standards, also released in 2001. Highlights are: 


@ elimination of pooling-of-interests accounting for business 


combinations. 


@ introduction of non-amortization impairment-only 
approach for goodwill and other intangible assets with an 


indefinite life. 


criteria for determining when an acquired intangible asset 
should be recognized separately from goodwill. 


@ standards are required to be adopted by public companies 


for fiscal years beginning (on or after) January 1, 2002. 


LIG will adopt these standards and will stop amortizing good- 
will effective January 1, 2002. Upon adoption of the new 
standards, LIG’s existing goodwill will be analyzed to identify 
any amounts that should be recognized as separate intangible 
assets. The result could be a reclassification of amounts from 
goodwill to other intangible assets as at January 1, 2002. 


The prescribed impairment testing of goodwill and other intan- 
gible assets will also be undertaken as part of this process during 
2002. 


The effect of the adoption of these new standards on LIG’s 
financial position and results of operations has not yet been 
determined. 


INSURANCE & INVESTMENT PRODUCTS —- LONDON LIFE 


Individual Insurance & Investment Products (IIIP) consists of 
two distinct product divisions — Individual Life Insurance and 
Retirement & Investment Services (RIS). Products are distrib- 
uted through Freedom 55 Financial security advisors, as well as 
independent brokers and intercorporate agreements with other 
financial institutions. 


Net income attributable to common shareholders increased 
67% to $165 million, with the strongest growth in RIS and 
Individual Life Insurance. Results were primarily influenced by 
favourable mortality experience and effective management of 
expenses, together with the large reinsurance transaction with 
Great-West described in note 9(b)(ii) of the financial state- 
ments. Although participating life insurance portfolio earnings 
decreased due to lower investment yields and a claims provision 
of $9 million related to the events of September 11th, dividend 
scales remained the same as 2000. 
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Individual Life Insurance 


Individual life insurance sales, as measured by annualized pre- 
mium, were $74 million in 2001, while revenue premium 
exceeded $800 million. 


Sales premium in 2001 increased 3% compared to 2000. New 
annualized premium from term insurance sales increased 7% 
over 2000. The Company enhanced its term insurance products 
in 2001 by improving the competitive position of rates with the 
assistance of reinsurance arrangements and improved mortali- 
ty experience. 


During the last two years, the Company expanded its life insur- 
ance product offering through two intercorporate agreements 
with third parties. These agreements provide universal life, 
term insurance and non-participating permanent products 
for the over $500,000 high-net-worth market. Sales of these 


EOUNSD Os IENES WU OREATN GE 7GaR O° U0Py GIN Ke: 
INDIVIDUAL LIFE — DIVISIONAL SUMMARY 
Years ended (in $ millions) 
Individual Life 
Participating  Non-Participating Total 
December 31, 2001 TS 
SALES POH ELUMIULEE eeeeeeetee cent assy bec ease dissects seaasesessisusscsanesitvestnas srassaonsenesvensdvescnstostsetsrssteonettsvue: $ 44 $ 30 $ 74 
IREV EM UE NpoT CANA UUM MEY CONC rercear a reesesvase re rc cen ete ecu eeeseerevesrevcstersurcesesoetestareste ee mrtet rs emente rr omoereere 1,148 (269) 879 
December 31, 2000 
Seal SS POTENT A LUI eee eaocty estas secctcns cocsctacecsaticsesscesoccssccsadusssusessdsbeveetvacdetasassecatescssts seeek toasieesssaaenss $ 50 $ 22 $ 72 
REVETN Ue gD LLM MEDLIN CO MN Che teeeeasect cere scares crs couce cerca se ceee cca activa eeduaver astussenetee neesseinecseaseveresareters 132 158 1,290 
INSURANCE & INVESTMENT PRODUCTS - CONSOLIDATED NET INCOME 
Years ended December 31 (in $ millions) 
2001 2000 
Participating Participating 
Shareholder _ Policyholder Total Shareholder _Policyholder Total 
Income: 
Premmiuin incomes eee $ 692 $ 1,148 1,840 $ O76Omor lel SZ See e108 
IN t iVeESTINIENIE IM COIMIC secesseeseces-coreonecosce-eeeeese 429 772 1,201 421 WAS) 1,194 
CG raINGL OLIET HENCONIIC: eeceennccatce ences tevracasrveneenss 185 - 185 151 — 151 
Wotalincomeyer se erecta 1,306 1,920 3,226 1,548 1,905 3,453 
Benefits and Expenses: 
Paid or credited to policyholders ..............++ 735 1,561 2,296 1,067 1,574 2,641 
Oller severe eieetrceereces ene hae rece 305 244 549 328 234 562 
Net operating income before income taxes..... 266 115 381 153 97 250 
IME OMNES WAKES je eece cceesscccscusacoctocscesscoscseacuoovadesstece 101 101 202 54 DS 131 
Net income before minority shareholder 
MTRLCV CSUR ret Mere csc ec sce sreescccssseecessassaceosriestas® 165 14 179 99 20 119 
Minority shareholder interest 
of London Insurance Group subsidiaries 
Preferred shareholder dividends ................+.. - - - - - - 
Minority shareholder interest ............:0000+ - = ~ = =: = 
INGt INCOM Carerccccccctecetesetcecvesscarasastonictieecetsie scones $ 165 $ 14 179 $ [9S 20S 119 
Summary of Net Income 
Attributable to participating policyholder 
Net income before policyholder dividends .. $ - $ 511 511 $ = ESO C4759: 475 
POMC ROMMEL TV HAETIGS: <2, .sraicn cores oar cacsibuseieness - 497 497 - 455 455 
Net income — participating policyholder...... - 14 14 - 20 20 
Attributable to shareholder 
Preferred shareholder dividends ..........4.+:+0+ $ - $ - - $ - §$ - $ ~ 
Net income — common shareholder ............. 165 - 165 99 ~ 99 
165 - 165 99 - 99 
INGEITICONTIG ese cccssttetercet cscs secaescecs scat osecsact essissaesscses $ 165 $ 14 179 $ 99. $ 20> 119 
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products increased to $8 million, a 90% increase over 2000, 
while sales of the Company’s universal life products decreased 
to $5 million in 2001 from $6 million in 2000. 


Sales of participating policies decreased 12%, but were strong in 
the age 50+ market, where consumers are concerned with wealth 
management. The retrenchment of participating insurance sales 
in Canada by competitors, spurred by demutualization, contin- 
ues to bolster the Company’s dominant market position to 
nearly 40% of Canadian participating insurance sales. 


In 2001, non-participating revenue premium reflected a block 
of London Life life insurance policies which was ceded by co- 
insurance to Great-West, in the amount of $449 million. Please 
refer to note 9(b)(ii) of the financial statements for details. 


The Company’s sound management of its participating insur- 
ance businesses enables it to deliver long-term policyholder 
dividend performance that is consistently among the best in the 
industry. Participating portfolio investment returns were lower 
due to market conditions, which created pressure on earnings. 
However, favourable mortality, morbidity and expense levels 
allowed the Company to maintain policyholder dividend scales 
for 2001. A regulated percentage of in-year distributable sur- 
plus in the participating account is credited to the shareholders’ 
account. In 2001, the total amount credited was $13 million. 


Risk Analysis and Management — The most significant risk in 
the life insurance business is mortality, which has an impact 
both on claims paid during the year and on the reserves that 
must be established to fund future claims. The Company man- 
ages this risk primarily through effective underwriting 
practices, developed to support the long-term sustainability of 
the business. Because of the long-term nature of life insurance 
contracts, the impact of underwriting practices tends to emerge 
20 or 30 years after contracts are issued, when most claims are 
incurred. Current mortality experience reflects the diligence of 
underwriting practices over past decades, as well as today’s 
practices. 


A current industry risk involves the pricing of the level cost of 
insurance option within universal life products. The pricing of 
this option, guaranteed for the life of the policy, requires a guar- 
anteed interest rate and lapse assumption extending over a long 
period. A small adverse change in actual long-term lapses or 
investment returns can lead to significant insufficiency in 
premiums. Management considers the industry’s current pric- 
ing of this option to be lower than required to produce adequate 
profitability, and has avoided significant exposure in this 
market. 


Retirement & Investment Services 


The Company’s Retirement & Investment Services division 
experienced mixed sales results in 2001 compared with the pre- 
vious year. The stock market downturn during the year, 
together with the events of September 11, 2001, contributed to 
consumer unease with investment funds and a slight market 
reversal towards preservation of capital and guarantees. 


During 2001, London Life’s Group Retirement Services 
Division successfully acquired and installed Great-West group 
retirement plans on the London Life administration system. 
This move allows all group retirement clients the flexibility and 
features of this industry-leading software. This one-time acqui- 
sition resulted in the recognition of group savings plan 
risk-based premium income of $199 million, segregated funds 
deposits of $775 million, as well as an increase in related segre- 
gated funds assets of $775 million. 


Within this difficult investment climate, total assets under 
administration remained stable. Growth continues in segre- 
gated funds, increasing 8% over 2000, excluding the transfer of 
Great-West business. Total asset growth was offset by the 
decline in guaranteed product assets due to low interest rates. 
According to mutual fund asset statistics published by the 
Investment Funds Institute of Canada (IFIC), total Canadian 
mutual fund assets increased by only 1.5%, while the 


RETIREMENT & INVESTMENT SERVICES - DIVISIONAL SUMMARY) 


Years ended (in $ millions) 


Individual 
Savings 
Plans 
December 31, 2001 
Sales premium 
Risk-based products .aviaseasaseaen eens $ 345 
Segregated Muride,.'..:ete ners een 1,316 
Revenue premium income 
Risk-based prodivets«<\ee aiectavscaeeee eaten 60 
DECTE ALEC LUNs trata canst eaten cate 1,001 
Assets under administration 
Risk-based products, ssn nema weennsk ener 877 
segregated tunics... ver an cm cs -cacunnces us ame 6,034 
NOtAL RR crecrcssvcosnsacer dco tren tee eee eee $ 6,911 


14 


Group Group 
Savings Investment Payout 
Plans Management Annuities Total 
$ 36 $ = $ 26 $ 407 
187 18 - 1,521 
317 = 29 406 
1,411 18 = 2,430 
1,016 = 1,249 3,142 
3,251 1,236 - 10,521 


$ 4,267 $ = 1,236 $ §=1,249 $ 13,663 


LONDON 


Individual 
Savings 
Plans 
December 31, 2000 
Sales premium 
Rise DASC Qi ROC UICES acre cases trtg arson tserssederatent veces $ 520 
SCPE CR AOC FUNC S tesserae tetas ee ee catecasceccavondrsecatt 1,530 
Revenue premium income 
RISK Wa SEU. DEOCUICUS ree etree start cere cs sepece 88 
SESLERALEG: MING S geese ee carseat eee tteereapnsycstasves 1,181 
Assets under administration 
RRISK-DASEC. PEOCUICES (sce seccessossecsoresuctns niscosiecssrassen 932 
SST Mate MINAS sects rscaacece cseacacn vena atesinsodidese 5,508 
ELC Bal ee erserse ieecr sect tepeterash oe tate Asan eeeecteemscniees $ 6,440 


(1) Excludes Quadrus distributed mutual funds sales and assets. 


Company’s individual savings plans segregated funds grew 9%. 


While gross sales of individual savings plans were below 2000 
results, the Company’s retention experience improved. This 
higher retention experience contributed to higher net cash flow 
for individual savings plans in 2001, even though sales were 
lower. Net cash flow for individual segregated fund assets was 
12% of beginning assets, compared with 7% for the Canadian 
mutual fund industry in 2001, as published by IFIC. 


Group savings plan assets also reflected the equity market con- 
ditions of 2001, while Group Investment Management sales for 
2001 increased 39% from the previous year. 


The Company now offers 56 segregated funds to individual 
Freedom 55 Financial clients. 


Mutual Funds — For several years, London Life was involved in 
the mutual funds market through London Financial Centre 
(LFC). In 2000, the Company rebranded LFC as Quadrus 
Investment Services (Quadrus), and established it as a mutual 
fund dealer for Freedom 55 Financial and Great-West invest- 
ment representatives". 


In 2001, sales of mutual funds through Quadrus increased 
18%, while assets increased 21% over 2000 levels. By year-end, 
Quadrus had more than 2,600 licensed investment representa- 
tives, an increase of 33% over the prior year. 
QUADRUS INVESTMENT SERVICES 
Years ended December 31 (in $ millions) 

2001 2000 


138 $ Waly 
969 803 


Mutual fund sales 
Distributed mutual fund assets 


$ 


Quadrus offers 40 mutual funds under the Quadrus Group of 
Funds brand. Quadrus works closely with Mackenzie Financial 
Corporation (Mackenzie), a member of the Power Financial 
Corporation group of companies. This year the exclusive 
Quadrus Group of Funds moved to an administrative platform 


+ For the sale of mutual funds, licensed financial security advisors are referred to as 
“investment representatives. 
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INE 
Group Group 
Savings Investment Payout 
Plans Management Annuities Total 

$ 33 $ = $ 30 $ 583 
141 13 = 1,684 
100 = ay Dee 
760 13 = 1,954 
854 = 1,328 3,114 
DPS 1,282 = 9,045 
$993;,109 $ 1,282 $ 1,328 8 ATES) 


managed by Mackenzie, providing our mutual fund clients with 
broader services. The Company expects significant growth in 
this relatively new line of business. 

Risk Analysis and Management — The Company’s investment 
fund business is fee-based, with revenue and profitability based 
on the market value of investment fund assets under adminis- 
tration. Fluctuations in fund assets levels occur as a result of 
both changes in cash flow and general market conditions. 
Through its wide range of funds, the Company limits its risk 
exposure to any particular market. As well, the Company advo- 
cates its clients follow a long-term asset allocation approach, 
which reduces the risk of cash flow changes due to market tim- 
ing. The success of this approach was evident following the 
events of September 11, 2001, when the Company experienced 
minimal asset transfers to money market funds, compared with 
the mutual fund industry. 


At December 31, 2001, 73% of individual segregated funds 
assets were in diversified funds and “fund of funds” investment 
profiles, which are designed to optimize returns within a given 
level of risk. 


A risk facing the industry has been the trend towards promot- 
ing guarantees against losses on segregated fund investments. 
The new capital requirement introduced by OSFI at the end of 
2000 (based on a risk-adjusted set of factors) influenced the 
industry to adopt significant changes in product design, with a 
trend towards more conservative guarantees and, in some cases, 
increased fees for clients. These changes further increased the 
competitiveness of the Company’s products and lowered future 
risk for the industry as a whole. The vast majority of the 
Company’s guarantees are for 75% of policyholder deposits, less 
withdrawals at maturity, rather than the more aggressive 100%. 


Group Insurance 


The London Life group business is now a closed block of busi- 
ness in that all new sales/clients will be Great-West. Premium 
levels for in-force business depend on business persistency and 
the inflationary forces that impact health care costs. Freedom 
55 Financial security advisors have access to a range of products 
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GROUP INSURANCE - DIVISIONAL SUMMARY 


Years ended December 31 (in $ millions) 


Premiums and Deposits 
2001 2000 % Change 

Business/Product SS ae a 

VAG sso sscscctsscoseseasessatevsasusesencesadeuvas sur tusasessatncasusesvuevronstr vexcoeercopemtcectnastenousrnetc coretenestemmnstestcnerteen $ 108 $ 118 -8 % 

l@altin: .c.schassescescteosnatecaescecesesteeecatusstecseevaces sucveasesetoetanasteetes cessive rurertcescoresnevtntcenenscusemasetenerrenties 447 475 -6 % 

TOtal sccscccsscccsssdessestevevacydcousdsseeceasussasasvesvsanssacnscvesnssasussaseesevacsssiesssessdnsacuosdospavancasneeesnesnemmertoncetney $ 555 $ 593 -6 % 
for their business customers, including Great-West’s Selectpac In the fall of 2001, Freedom 55 Financial introduced a new 
small group insurance. investment planning process, which the Company anticipates 
Risk Analysis and Management — The basic risk related to will significantly grow financial security advisors’ productivity. 
group insurance focuses on the insurer’s ability to predict In addition, Mangects aioe Canada are rolling ee te 
claims experience for the coming year. Most risks facing the business planning and oo eens Se tool, which will 
group insurance business are mitigated by the fact that most help members of Freedom 55F inancial JONEESE OS their 2002 
contract rate levels can be adjusted on a yearly basis. marketing plans and increase productivity. 
In health care products, claims levels are driven by inflation Canada’s “mass affluent” and “high-net-worth” markets have 
and utilization. While inflationary trends are relatively easy to doubled SHS 1993, and continue to grow quickly. Increasing 
predict, claims utilization is less predictable. The impact of | the Company Y share of these markets is a key priority. Within 
aging, which plays a role in utilization, is well documented. Freedom 55 Financial, the members of the Wealth & Estate 
However, the introduction of new services, such as break- Planning Group are specifically positioned to meet the needs of 


through drug therapies, has the potential to substantially the mass affluent and high-net-wor th markets. Member. > of 
escalate benefit plan costs. The Company manages the impact this group have access to highly-specialized products, planning 


of these and similar factors through plan designs that limit new tools and support services designed to serve high-net-worth 
costs and through pricing that takes demographic and other clients. 

trend factors into account. Members of the Wealth & Estate Planning Group are partici- 
In disability products, aging and industry characteristics playa Pating in a business planning program to enhance the 
role in establishing future claims patterns. However, there isa OPeration of their wealth management practice in 2002. 
growing number of disability claims related to stress and men- Another important initiative will be to provide financial secu- 
tal/nervous disorders, reflecting changes in the economy and in rity advisors with customized product support, which will be 
societal attitudes toward these conditions. The incidence of tailored to their career-stage and target markets. This initiative 
these claims is more difficult to predict and adjudicate, and will increase the average number of products per client and 
they tend to be longer in duration than claims related to other help position financial security advisors as our clients’ primary 
disabilities. These risks are managed through pricing and plan advisor. 


designs that emphasize prevention, earlier intervention and 


Already one of the largest mutual fund dealers in Canada in 
return to work programs. 


terms of distribution, Quadrus will look at opportunities to 


Outlook insurance & Investment Products provide an even broader array of products to investors. 


As part of its ongoing commitment to client service, the 
Division will further enhance technology support to financial 
security advisors so they can automate certain transactions on 
behalf of their clients. 


Research conducted on Freedom 55 Financial’s existing client 
base reveals a tremendous opportunity to offer retirement and 
investment products to clients who own insurance. 


REINSURANCE & SPECIALTY GENERAL INSURANCE 


The Company conducts its reinsurance and specialty general The 2001 results include a charge in London Reinsurance 
insurance business primarily through London Reinsurance Group for $82 million after tax, of which $73 million is 
Group and London Guarantee, which participate in life, attributable to common shareholders, related to estimated 
property and casualty, accident and health, annuity coinsurance claims provision from the events of September 11, 2001. 


and specialty general insurance in specific niche markets. 
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NET INCOME ANALYSIS 
Years ended December 31 (in $ millions) 
2001 2000 

London Reinsurance Group $ 45 $ 51 

- September 11, 2001 charges (73) ~ 
London Guarantee (1) 10 
London Life International - (22) 
Other (4) 1 
Total $ (33) $ 40 


London Reinsurance Group (LRG) 


The Company’s reinsurance business is conducted through 
London Reinsurance Group (LRG). LRG is a leading global 
provider of specialty finite reinsurance and holds a strategic 
position in a number of niche retrocession and reinsurance 
markets. LRG is a composite reinsurer, reinsuring life, proper- 
ty and casualty, accident and health and annuity business 
primarily in the United States and Europe, through operating 
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companies in the United States, Barbados and Ireland. LRG is a 
market leader in the U.S. property and casualty finite retroces- 
sion market and holds a strong market share in the U.S. life 
financial reinsurance market. 


Prior to the provision for the events of September 11, 2001, net 
income for 2001 was $6 million lower than 2000. LRG’s core 
reinsurance product lines in the life, annuity and property and 
casualty businesses performed well. The major under- 
performing lines were the accident and health reinsurance and 
syndicated property and casualty portfolios. The Company ter- 
minated its participation in the London, England accident and 
health and the syndicated property and casualty markets in 
1999, and is actively managing the runoff of this business. 


The majority of the September 11, 2001 loss came from LRG’s 
property catastrophe portfolio that was written on both a finan- 
cial reinsurance and traditional reinsurance basis. LRG expects 
to recover these losses over the next three or four years from its 
multi-year financial reinsurance contracts or from anticipated 
premium increases on annually renewable traditional contracts. 
As part of its September 11 loss, LRG established reserves on its 


REINSURANCE & SPECIALTY GENERAL INSURANCE - CONSOLIDATED NET INCOME 


Years ended December 31 (in $ millions) 


2001 2000 

Income: 

CELE UECTITNELE COT CH eet rere tee eet ee ees IRE 8c, Sarge cosets cacieeiesarscacosecteeresstertersratetee RS BES 8S DY RIS 

INE GHITTVES ETL EMI Tal 1 GOTT C ure ees teeaieata et rete te eco te Ie alec a as sca ds cas ecivces dodcescnensesvnensnes tWasetoveaterennescinsstes 480 427 

BCCATIC COLE IHITNCO IMC menarche reer cease hes ac one caacsceack eee savneacensstu sess sucveacceeseer sraseni eecettasecsvittro em ae taeee recur toraeete 2} 2 
BE CALLE COLLIS ee ere eee ee ere ee aa ra rere eee See ea rove vstsuesatagésnvethodussscis dives eaedeoutetssedhowscdavenconensses 3,937 3,307 
Benefits and Expenses: 

PANG Re EOU FCCC) PONG VNC ONS cate oc caceat anny cae Sissi atconcssoxeasosaeastonnoves so Woke tv eomccnvepatapsnneabanycoasnsecRstnspeasteeee 3,901 3,212 

(QM IVE acest esees dessa le ay NOOR to rR nero a er eee ere ey 79 62 
INEL OPER ALLIES INCOME DELOLE 1TCOMIE CAKES oes aces..catcccscssoscasdeezscdstssactocverssneadveuavecue sernsseeneysoseassernasucss-Sesszasvese (43) 33 
LTTE LCAXC SH eee a Ne ee cat tere at cna career ssa cbeseirustessssuesceodedastavensuedtcesedeseieiwaretenconevaciteers (12) (10) 
Net income before minority shareholder interest ............s:ssssssessessessessssssessessssssecseennecneensenneanseneenneeneensenne (31) 43 
Minority shareholder interest of London Insurance Group subsidiaries 

re terreciSHanem@lGemmciviG tls mrctecen ccssecercetivazccoasteacecececstc vote veesescksuaassdsvesesetsscvoavssesstetesesctvaetneseresssvennosses _ = 

Minority shareholder interest ..........-.scnvorssevssvososssessessnosoosasonvesussnnecsetessarensensvanstasonvedsetnseneveoenborsoenroesecssens 2 3 

Zz 3 

INGELTACO MAIC Pn ee tear ceercae rents tae arr carmen sSsoera coins ccccte cnc scteevaencscss SSCCTOsTSVaautiesh saravalearesessaesuiocsasensivorsebaress $ (33) $ 40 


Summary of Net Income 

Attributable to participating policyholder 
Net income before policyholder dividends 
Policyholder dividends 


Net income — participating policyholder 


Attributable to shareholder 
Preferred shareholder dividends 
Net income — common shareholder 


Net income 


PPTTITITITITETTTTT TEE) 


eee c ce eceee cee ee nee e tenes eee eeeee scene sees ees eene nese eee Heese sees seen renereDeseeeeseee rere esee nese saeoeseeseeeeeEseeeeeeeseseneserereeseoeere $ 


nee ener ee ee eee ee seen ee nese esse eee seen ee seeeeS EER SEES EOE EE EE SOOR HSH OEH EROS EEE ESHOESE EHS SOE OESE EE EH ESOS ES OSS ESO SOT OSES EO OES 


PPTTTTTTTTTTTTTTTT TTT 


cee ro a PRS ER oon, Peer f $ Se a 
(33) 40 
(33) 40 
(33) $ 40 
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books for smaller losses in the accident and health, aviation and 
casualty portfolios. 


Premium income increased in 2001 primarily due to the nature 
of underlying life and property and casualty reinsurance con- 
tracts written in 2001. A greater number of structured reserve 
transfer deals were written in 2001 than in 2000. 


Risk Analysis and Management — LRG continues to manage its 
own risk through the diversification of its business by client, 
geographic area and type of risk insured. LRG’s base of lower 
risk financial reinsurance business, together with a conservative 
approach to underwriting, investment and financial manage- 
ment allows LRG to react to a changing business environment. 


LRG’s capacity to write financial reinsurance business is deter- 
mined primarily by its ability to issue letters of credit to clients 
and maintain a strong liquidity position. LRG has a U.S. $1.5 
billion syndicated letter of credit facility. 


Outlook — LRG 


The events of September 11 will affect the international rein- 
surance markets for many years to come. Losses suffered by 
reinsurers and the subsequent influx of capital into new and 
existing reinsurance entities will create challenges for some and 
tremendous opportunity for others. 


LRG’s strategies have not changed as a result of September 11 or 
the shifting reinsurance markets. LRG will maintain its strate- 
gy of offering financial reinsurance and expertise to core clients, 
primarily on a retrocession basis. 


LRG expects the reinsurance market to improve substantially in 
2002 with increased premium rates and improved terms and 
conditions. The amount of new capital being raised, however, 
injects some caution into LRG’s forecast. 


The reinsurance business LRG wrote in the syndicated proper- 
ty and casualty and the accident and health markets continues 
to produce disappointing results while in run-off. LRG expects 
the negative financial impact of this business to continue to 
decrease over time. 


As a retrocessionaire, LRG continues to develop strong business 
relationships in the reinsurance and insurance industry on a 


LONDON REINSURANCE GROUP - DIVISIONAL SUMMARY 


December 31 (in $ millions) 


global basis. LRG underwrites both life and non-life reinsur- 
ance contracts using a conservative and disciplined approach to 
underwriting. 


London Guarantee 


On August 3, 2001, London Insurance Group announced an 
agreement to sell its interest in London Guarantee Insurance 
Company, subject to the satisfaction of certain conditions con- 
tained in the agreement. At December 31, 2001, the transaction 
has not been completed. 


Within its core businesses, London Guarantee has historically 
differentiated itself from the competition through the quality of 
its underwriting and by maintaining strong relationships with 
its key brokers. This has permitted the Company to historical- 
ly achieve levels of growth and underwriting profitability that 
have compared very favourably with the property and casualty 
industry in general. 2001 proved to be an exception with 
respect to underwriting profitability because of claims arising 
from a single large client. 


Total premium income increased to $96 million in 2001 from 
$68 million in 2000. Premiums from the Company’s surety 
lines grew by more than 22%, reflecting its dominant position 
in central Canada and its penetration into the northeastern 
United States. The Company’s commitment to remain focused 
on underwriting quality and key broker relationships will 
ensure its continued success and status as the largest surety 
underwriter in Canada. 


London Guarantee’s premium income from its corporate risk 
lines grew by more than 25% in 2001, and its performance 
across Canada remained solid. The Company expects a contin- 
uation of this strong rate of growth into 2002. 


Risk Analysis and Management — London Guarantee insures a 
broad range of risks within each of its product lines. Its major 
markets are diverse and stretch across Canada and into the 
northeastern United States. 


In order to protect its capital and its underwriting results, 
London Guarantee has risk-sharing arrangements in place with 
well-established North American and European reinsurance 
companies. 


Line of Business 


Infe and property-and.castialttys wa.cs0.ssehesee ce er ere 


Annuity 
Accident and health 
Capital and surplus 


Geographic 
Barbados 
Other 


2001 2000 


Premium 
Income Assets 


Premium 
Income Assets 


eaeeeteee Si Ss lO Noa, D50 $ 2,507 $ 4,628 


eerecnerets 150 909 217 997 
99 90 86 81 
- 717 ~ 758 


$ 3,359 $ 7,266 $ 2,810 $ 6,464 


eevecebestos $ 3,101 $ 5,766 $ 2,551" $ 5,107 
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CORPORATE 


The Corporate segment is mainly used to record the business 
activities and operations that are not associated with the major 
business units of LIG. The Corporate segment includes 
investment and fee income, expenses and charges related to 
capital and other assets not associated with major business 
units, as well as the reconciliation of total income taxes reported 
for the shareholder account and the internal allocation of 
income taxes to the major units. 


CORPORATE -— CONSOLIDATED NET INCOME 


Years ended December 31 (in $ millions) 
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Net income attributable to common shareholders for the 
Corporate segment of shareholder operations in 2001 was zero, 
compared to $(20) million for 2000. The improvement in the 
2001 result is a combination of a favourable change in 
provisions for current and future income taxes, due to both 
lower rates and revisions to the estimated pattern of future tax 
to which tax rate reductions apply, offset somewhat by lower 
investment income on capital related assets. 


2001 2000 

Income: 

EPH IEA AURE MMC AI NOOB Ie soece a scorcsa tees ee vec seo eat ses ad tec esl cece shochu cn eshn ged onssti Ne ee neltecpser Hoel ear aiunh $ - $ = 

ING EMMVES HTL E ALY COMME arecvovsssestsasseususu sss euscavnastaveesve ces cucnenevsdsvancvon a sssuesat csvbuescurléosscuioussteseudtevecssng -sctivsaiuentt 20 19 

Bieter NGe OC NC UBLINGIDI INC reen eeeaeee amet eer ae cance ek ct eect eae obs cgsesg nav os dosoaastaon ounces aaebectbeghacs meanabvcmtass deste - - 
Ve teal ATA CONN Cee ete cess cree ee ee so Senta eaanee cuss sessaas exvedesssasvouvansee ussuessssty vsapcate eater mative nak aes ee nae 20 19 
Benefits and Expenses: 

PANG CELE TE CEECCL LOT) OLLC VION LETS) seca sees tertevesrascokcssvonesaessssnsastsivesp cuonses esi Gesoatavacaranv ules nahn acon shunetoeaesaones (3) 4 

Olle trent eer erect cnc d ce vemrerc near ccectece er dreetocecvere ceases ess sxe tvvadsngessved vous ease iaddvsang ieexsisiscsesera osu oitorscuntaapess 3 6 
Net operating income before income taxes .0..........ccsccessessessessecessesessesnessessesscsscsssessesseesessssecssssessessensesees 20 3) 
IIGOTNIERUAKES Marreteeee erence cena eret er coer en erncts ere reset tach ashe castes nadiaecsessesnsoert ecto eee ee ee (8) 1 
Net income before minority shareholder interest ...............cscssssseesessessssseseseeseseessssssesseseesesteecseeseeneeeeneeees 28 8 
Minority shareholder interest of London Insurance Group subsidiaries 

Preferred Sivat Cite lety Cl VAGINAS exer sas -cenen sexs vscaowivesscenveascavswacrnssasce<sepbonyavbibocnsstunentes otiobvelasiveveatmeineneeah 10 10 

BVANIMOUIL VG UALE HOMER MALETES Lite te- cas excst cov onnscbucavn savnasavvecesetenessierocsneenscoseannchanithati mh caepuvay toons oa eeeetapNees - - 

10 10 

INCH COTING eee ae ae aren roses sahs ssn veseaet Ns Sev subelesasavaesstee sia Tdcsssedenensscvessureecteseurers $ 18 $ (2) 
Summary of Net Income 
Attributable to participating policyholder 

Net income before policyholder dividends .-...........cconsscassnseroccaresssessossssstuconasvessvesnstnseshepuernoeanteassnaswoern ene $ - $ - 

POUIGy IOUGHOL LEVRELERICIS fee eres cssces ee create detecavas.taceunnwscuososeexcasscucctessocoveuseaiotastnscons soi oasiaesGetevbnsoanisseravepestetavibe - - 

Net income — participating policyholder ............ssssssssssssteccssssseesseceseessennsenneensecnssensesneeronennsoesvousoasnocssoesvens - - 
Attributable to shareholder 

Preferred shareholder dividends <.c.ccc.csccss.ss.ssscococnssossscoonsrsocsnoessnssesanssasesostosoucbsassvasntadeviuasbisecnetesnocosereocnens 18 18 

INGHINCOME ICOM Onisharelloldetammretmersaeeratetsetercsaidtecssasveecert reat ered ensrncterssenserctrenceneenssstseas _ (20) 

18 (2) 

INGE ITICO Le ere ee aera aie ae caste care cers ceerers Srenteneeest ean daee seat Sarat oves ccadesasuctas seversrtaconscesnteibeswastccreasaveeeas nce $ 18 $ (2) 
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MANAGEMENT’S RESPONSIBILITY 


T he consolidated financial statements are the responsibility 


Canadian generally accepted accounting principles. The finan- 


of management and are prepared in accordance with 


cial information contained elsewhere in the annual report is 
consistent with that in the consolidated financial statements. 
The financial statements necessarily include amounts that are 
based on management's best estimate due to dependency on 
subsequent events. These estimates are based on careful judge- 
ments and have been properly reflected in the financial 
statements. In the opinion of management, the accounting 
practices utilized are appropriate in the circumstances and the 
financial statements fairly reflect the financial position and 
results of operations of the Company within reasonable limits 


of materiality. 


In carrying out its responsibilities, management maintains 
appropriate systems of internal and administrative controls 
designed to provide reasonable assurance that the financial 


information produced is relevant and reliable. 


The consolidated financial statements were approved by the 
Board of Directors which has overall responsibility for their 
contents. The Board of Directors is assisted with this 
responsibility by its Audit Committee, which consists entirely of 
Directors not involved in the daily operations of the Company. 


The function of the Audit Committee is to: 


@ Review the quarterly and annual financial statements and 


recommend them for approval to the Board of Directors. 
Review the systems of internal control and security. 


Recommend the appointment of the external auditors and 


their fee arrangements to the Board of Directors. 


Review other audit, accounting, financial and security mat- 


ters as required. 


In carrying out the above responsibilities, this Committee meets 
regularly with management, and with both the Company’s 
external and internal auditors to approve the scope and timing 


of their respective audits, to review their findings and to satisfy 


ioe: 
Raymond L. McFeetors 
President and Chief Executive Officer 


January 30, 2002 
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itself that their responsibilities have been properly discharged. 
The Committee is readily accessible to the external and internal 


auditors. 


The Board of Directors of the London Life Insurance Company, 
pursuant to Section 165(2)(i) of the Insurance Companies Act 


(Canada), appoints the Actuary who is: 


@ Responsible for ensuring that the assumptions and methods 
used in the valuation of policy liabilities are in accordance 
with accepted actuarial practice, applicable legislation and 
associated regulations or directives. 

Required to provide an opinion regarding the appropriate- 
ness of the policy liabilities at the balance sheet date to meet 
all policyholder obligations of the Company. Examination 
of supporting data for accuracy and completeness and 
analysis of Company assets for their ability to support the 
amount of policy liabilities are important elements of the 


work required to form this opinion. 


Required each year to analyze the financial condition of the 
Company and prepare a report for the Board of Directors. 
The analysis tests the capital adequacy of the Company until 
December 31, 2005, under adverse economic and business 


conditions. 


Deloitte & Touche LLP Chartered Accountants, as the 
Company’s appointed external auditors, have audited the 
consolidated financial statements. The Auditors’ Report to the 
Shareholders is presented following the financial statements. 
Their opinion is based upon an examination conducted in 
accordance with Canadian generally accepted auditing 
standards, performing such tests and other procedures as they 
consider necessary in order to obtain reasonable assurance that 
the consolidated financial statements are free of material 
misstatement and present fairly the financial position of the 
Company in accordance with Canadian generally accepted 


accounting principles. 


YVJw 


William W. Lovatt 
Executive Vice-President and Chief Financial Officer 
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SUMMARY OF CONSOLIDATED OPERATIONS 


(in millions of dollars except earnings per common share) 


For the years ended 
December 31 
2001 2000 
Income 
IRCTINIULTART IN CORILC eines meee cee ee ee ere eC Cece es RE ay eee eee Te noe $ 5,295 $ 4,986 
INGtalilyestiimen tell commie crmme eens ceter tees teeter detest cee were Se ea 1,701 1,640 
PE CLATI CMO CM ETT CO TLC ear teer tetera lees Serv, Bere ara nee ed eek er alias Sle Ae 187 153 
7,183 6,779 
Benefits and Expenses ‘ 
POSING VAN CET: D CIMCTICS Py. sng acstex cas oste ane ec encud ss ope Or pee Ma ct sdecwe hao stanacseiaesvanmeeeters 4,913 4,631 
nGreasenika Ctuiania lia bilitleseantserrnee re east eo en Saree ance teins eeesapteee eeees 659 529 
PONcynolder divicletads alicl CXperielCe PELUNGS. ce corer scsak- cee oscoteneee escsatccoretsseccee-onccesersoee 622 697 
LOAM DAI Oi CLEGIC GMO POLCYIROMIETS op vcs, cueccssnenoaccser ness cons nravterscaecosauadvasencaesuseassarwdens 6,194 5,857 
OMISSION Steerer a ee ee ere eee eee Tess as eee dois Se sSa eo  Ee s 225 226 
GOB AEAIE EN PICTISC Sir teres ssc soesveccocncer dso¥sasnscertcbabosles Ses evdayseovtashrbasttatseaatucbsis cd tevbgeaslasoasoteces 377 375 
(2s a UURAY TDS esa cere Sh ccc cegbo heise ac RRS PRES ERCEECCCE RIOR Gct OA Cnc or Om Oe PERE Eee 29 29 
Net operating income before INCOME TAXES .....<2:..sssessnsecovescossecensonescsneevevesvenssatcessssdesesesticienss 358 292 
INC OMSHCA KES Me CULT CI ere tetecc secre sseeertcrccs cere cece secre tcee oar sr sana wouneeeooee cece ant one eastest ae eosesieoere 102 158 
SS THUIAUERD: xc ore eeneticiy Sap snatanl i eee Bem Pie EE POR Ed ES 80 (36) 
Net income before minority shareholder interest ..............cccssssesessesesseeteseetensenesteseessteneaes 176 170 
Minority shareholder interest of London Insurance Group subsidiaries 
Prelenreceshiave NOL GetaCLVyl Geri GS esse tetetseceast esuctecsoscceeetesceveree euteceasucsnesesevarenontcseameen atten 10 10 
RV LIMOTIC Vs SINAL CRLONGER AMILELESE Karate cnczaasenanrsinaksonsiiosornodanesardesunndgnsnsssassnosdsvoodeacnssnérernssstnons Z 3 
12 13 
INGE 1S COMIC etree etter nee a terete cee eer a EN Berard oe Fae Suse to ui eeneeneahsnatebo Woes Cee Seo TSEGE $ 164 $ 157 
aerators (er COM ETTONN Gta E Cece a crect eps ork Seances costae este ce ctccocp ve ksontea ventuasevunivandendravnoneianns $ 1.51 $ 1.36 
SUMMARY OF NET INCOME 
Attributable to participating policyholder 
Net invcomie Defore policyholder dividends \.in.:cccscresvacnoseasscsechuoansosasesnsconssesesnn> seescipnencese $ 511 $ 475 
PPCURI VIMO L RV ACLOEMAS rss cpuseavest pt acevnsseesneaneexoestives srosmesctsseesdersivavectseagens weroncesneceeedstuenn 497 455 
Neb Mcarie — Wal tIClpALIN GS PONCVELONGEL Fctsesserseets ctscwsscvence crs esovversensseaseaseosvoarenentevatcreate 14 20 
Attributable to shareholder 
reterredishareholder diva demGsmcesestscs.scccecteres<iens-screeeessoscesctenecorsseyctontoseversersusesenectcvesss 18 18 
INEHINCOIMe SICOLMMONIGHATCHO denmeneresere ttre eeancect eee cneterscesteereerreerseiccteerereeseanes ee tk a BS eee 
150 137, 
INGE SEI COMILG ee ete er eee arrrtc caver esecentos Seated cesses Se cueueuNoevcseabeesnacusve dentcasicavoaszesesrsvovseescevscepeterss $ 164 $ 157 
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EXO NED OIN, TINS SWI AIN CE le GiIRKO WIP TIN Cc. 


CONSOLIDATED BALANCE SHEET 


(in millions of dollars) 


December 31 


2001 2000 
Assets 
BOnGS: (note 2), cccscsseccssccsescdscsssseotcet tos cusescodnessucacndvscsecnesterccecenenssecteverteateneoteecscnceceonccareterseet $ 11,194 Selle 255 
Mortgagelloans. (mote 2) ies .s.r.cveescccs cars cesron cenerag vet tacbeseacereater ctece a ene en acre meee 5,432 5,261 
SHOCKS (TOLE DN, eccessstestedorecescesccueescessceae eacstr cr coesettaccas oumeer ee sat cet cucexetEvsient teat arene RSE 515 466 
Real! estate: (tate 2) oc a cree eee eee arene een ree ERT RTE nT eae eae eT 758 741 
Loams'to policyholders tvipcoqccscetccesescteceasacevesacrsesescrs¢ oes sassessenesstsnenesoatetesser Soest ersese meee adta ates 1,221 157, 
Cash and certificates of deposit ...cc..ctaNcocssescessetsvssorsnoncascesaseroansosssstessesateseonenetatesstonemeataatee 309 202 
Funds withheld: by ceding ISuiners:...c-<e.ccsseees <oveverousscoe-soonuoczesrcnvesbsoaveoartaceuaemasanasvense acess 4,477 3,000 
Premiums inicourse Of collectionerssrestsesesctect teceeett ste merece eererene eater nce eee 130 282 
Intérest’duerand accrue disccic.coccasterectesostes ceeeeoee esas am cceree cn res oe ence ener 254 256 
Future income taxes (notetliO)| iccosesscecesccarceveseoeee renee cae Tee - 61 
Goodwill een cccercssveescacetcccecsecnt Cor teentareecuecavectectnsae urs etene ei teetscs Setere eee eee ne 46 50 
QMBIET ASSELS: Seties chevesge eset stees cata dss sete dee oneceeroenatoascbeatinaccsez datcasna wea ar tee ee merce nee 921 1,051 
Total ASSEES soasssessessseeeennsseeennnsecsnnneeecsunnnecncnnnnecssunneeesnenneegennnneeessnanaeeccnannneceneananeeanent Se 20,257 $ 24,317 
Approved by the Board: 
tL Sage Src 
Urn COTA - 
Director Director 
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Liabilities 


Policy liabilities 


CONSOLIDATED BALANCE SHEET 


(in millions of dollars) 


A cttratialuliabilitiesiim ote’ )eetartctesseice-cceesccrsesotese carta eies coe eesener ets so niesoaeeeece ta rivesh eres 


PROVISION LOR CLALINI Sree oe ca eae eee eS Oe Beene et AS, BG Lh 


PLOVISIOB OF DONCYMONMER MiVIGCDAS yori vscsctecsneeesese- tsvssssvsei en saseasstvesssersenesioversoaet tose soeedes 


Prowiston for expemence tating Cefunds recess dec ccessesostesescesensnsusnnsscovonnsessscvestavenassanbtonad> 
Policy roller piutichs iets ceccetspdetsnssorvoxascacesss cas avstnrscsnycessscsonceseccaonsnsshonsnayvansnartersaneonyseuydiess 


Commiercial paperlamdiother loans (mote 5), cin, cessacecceracaseconsssves ccscesoesornsesecnekcsnceessertersveasne 


SuTree COME CANES ues trcesee ten eater eee a eeetartce te ctecreee resco teresa soueata ace rescence seseedorsesehee ea eeee TTD 


Perhurenlm COMME taKES a (TOLEMLO))ieececeesmteate orccoees ces cece seees occ evstocuconesocesesae sate sGerscee cases sxsbentioucneaare 


Other liabilities 


reer rerereee ere rere eee ere ee eee eee eee errr eee eee eee eee eee eee eer 


PATIO EI Ey GIALC NOICCE IINCCLES|S (tice Oe sac erence aus a cova cat enlist scavasensensonatsvyseccacrssoyces Nceasvescoxe 


Policyholder and Shareholder Equity 


RAE ACIP EEL yO N1Gy SNOMEC EIS UUT PPL NS erste sare ct ce ute sense euce ae eces sane a soda onat nach anarvatevavecssasetssvae- 
A eRe RNa NE 1) ree ee eee eater een ps ca scecvlveas ab vane octvonivty) osaccsesyasteterauss dssoBvateet ix crnxean’ 


SSELATC ENGHRCLCT A OUI DUIS eee cates an retatr sts eee gre case srtent snare cous. fovesnseeveeunsaecosesuisincasfektachioasseanseasrarwvonenes 


Provision for unrealized gain on translation of net investment in foreign operations 


PP SEGICEPAGIING PO SCY LOMAEE ese raccete cased scseer.saseieovechsattuseeeevotscastaseavanstsconesesoeeostueensenecnacesanere= 
EVAL IMC E rem eeee area e ret oa okaeos «cae eae east scat can how soososvanonShtesuorsccabhevas eanenlenaconsenstests 


Total liabilities, policyholder and shareholder equity .............:s:ssecssesseeseseesenteeeenteseeneennes 
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December 31 


2001 


$ 18,790 
194 

252 

636 

1,147 


21,019 
401 
174 

16 
699 
526 


22,835 


210 


21 
2,212 


$ = 25,257 


2000 


S72 967, 
153 

240 

504 

1,150 


20,014 


13 
2,124 


$ 24,317 


LON DOWN ENS URAIN GE 'Gik O2UsP Gin 


CONSOLIDATED STATEMENT OF SURPLUS 
(in millions of dollars) 


For the years ended 
December 31 
2001 2000 
Participating Policyholder 
Balance, beginning of year ............sssssesssscsssvecsssseensssnsansenecsesonssuscneenessussseeyscnssaverasonscaseees $ 897 $ 877 
Net INCOME» secede cc2eba ch ovina ccsxscvovscasvenstscddesscucestaceseseiasettesscuartesteastasrestezecscteteencevameeuanerssere 14 20 
Balance, end of year, oc sssccce-scsssstes cczees ese bere vees. aces vines cocaee econ renee errata $ 911 $ 897 
Shareholder 
Balance, beginning Of yeatt <<.1...co-csc-cccscec-cersosesorsssonvssnesstacevecexestanssaeeantamccoeconusamtineesereenches $ 312 $ 260 
NOt 11 CORME ccssecksuivssecoctasestcsedassuaagese hoaueumesesee odes Seeceoseeteeseteendessavernssseessuoster centr icaewtecespeeceseeee 150 ley 
Dividends to shareholders 
Preferred: shareholders: yicc.ccscucestceccesotcossssectecceeseeeeoee cet eee (18) (18) 
Common: Shareholdersie. Reick. cto cceretscce cco e ere ne (67) (67) 
Balance, end of year ............. sovaddundhsntedeuiitebensusw looses tadsaaeabaestieestsgeeeseseek sanstereseceutommeaaster tas $ S2h $ 312 
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LOIN ID OANO UNIS U RAIN GB eGR OW RP OINC : 


CONSOLIDATED STATEMENT OF CASH FLOWS 


(in millions of dollars) 


For the years ended 
December 31 
2001 2000 
Operations 
DN ete FY? 0Y 5 OV caste cerca SCHERRER EAP re teh A $ 164 $ 157 
Adjustments for non-cash items: 
Change iy policy: liabilities aren so-so ee 1,409 733 
Change my funds withheld by ceding Tsurerseric-o-scsc cece alse setanaseseeoeseeee (922) (1,129) 
Change imreurrent income taxes payable msaeiscnesceheee eee ees 6 (38) 
USE UINCORIG UAK! CX DEI SC ceccessivasssisedeees tes anctinere-oetaoe iets eee eet ns aieatas eee eae 80 (36) 
© Letom cere se ese es tee Sree nace ee ee an noe REG id ee a 367 (15) 
Gta Ei elOmp saat TIT OP OLA ONS. cote ve chtee ca aceses acceso cece an he sab eegoss esate na ero about ses ates 1,104 (328) 
Financing Activities 
Issue ee depentures in subsidiary a:.c:.naie riecnentrnel nacre tts cee eae ~ 200 
Repayment of conimercial paper and Other Loam \..:c...<.:<o5..<neradcacoeszorpanosensnonssasetec> (19) (198) 
I Dap (a Gata oy ile eee oe ee ee (85) (85) 
(104) (83) 
Investment Activities 
Bomdscalesranidianatuimities: secre ce secotcrecen es tecete vas toeaeac commu tnco senses taeas sca ecccbesocct ce 6,371 10,684 
Morteaseloan TepayiMeInts:. x xesvers. csc cseuanenvcasehen cecdesosssdsilasauntirs Glaaestys Pubar Visteon 1,295 1,220 
SCOCKASALCS Mae eee cima eT Sere ae eRe eeT Tone reste teens ae ee eee 125 307 
Realestate ical es trresseestcrsrenceterrncesc cues cere eetees ees eeseovacciricar stonuk susneaitine tusseceusattatavdess 1 i; 
Charger tay [oats tO) Poly IMOl ders incs.sctesssesssreceeetterex. ties sceceesearescttvavensheneeUsnceacacetnceerats (64) (81) 
ITamicoey vo a Verny cabo BYOT ONG Oy aategts nee ein Ga MA ae eB ys Pon ne ae a (6,963) (10,083) 
EFIVESEDEME WLI AINOLL AVE OAS ot sacarestecetisteetsdortetenceensuavenasveneacchedcaavancernercheroctaeescrst tan (1,462) (1,092) 
[AN VESTITTEMCaITIESLOCK Soe eenenetnee rear ere ncotee coc etaoe ners tee es Ssanteas cot sEantasdeesentrenttraceienectes (171) (393) 
Imnvestinietteinureal: estatencscecestecsosstsnct cs cess ccasaceseievsarsonscesccseucessssccsn eat evecssccenvsvanes ies 5 (25) (76) 
DAVEE O RMN PIA LE UU sss sees erorscueavevass ee cevaeaey su tvat cs cnscsesnsexteosuccoustenveadsescsrstersenrtnrvexevecesexorers - (110) 
(893) 383 
Increase (decrease) in cash and certificates Of depOSit ..........cssesessssesesessereeeseseesestseeneneeeeees 107 ; (28) 
Cash and certificates of deposit, beginning Of year ...........c:cccccssessesseneeseeneeeeeeneanenneneeneenees 202 230 
Cash and certificates of deposit, end Of year .........:ss:ssessessessssseeneeneescenesnsessecneensenteneeeneeneenes $ 309 $ 202 
Supplementary Cash Flow Information 
UMGOME TAKES Pail ..5.conceveesscaseocecernsoovcsedsscsnsscnnnous stutusnssssosweneavavee ocasnindtiesousnepnaasocicosses $ 83 $ 202 
TCEE CSE ANC leccevevasceceseenvercesuecscasou sBohossusuceuthstces¥énsovondha oneraetcsousanabe duzanenscvocerotsesas soobens $ 24 $ 24 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(amounts in millions of dollars unless otherwise noted) 


BASIS OF PRESENTATION AND SUMMARY OF ACCOUNTING POLICIES 


These consolidated financial statements of London Insurance Group Inc. have been prepared in accordance with Canadian gen- 


erally accepted accounting principles and include the accounts of its subsidiary companies. London Life Insurance Company 


(London Life) is the principal subsidiary at December 31, 2001. 


The preparation of financial statements in conformity with Canadian generally accepted accounting principles requires man- 


agement to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of 


contingent assets and liabilities at the balance sheet date and the reported amounts of revenues and expenses during the report- 


ing period. Actual results could differ from those estimates. The significant accounting policies are as follows: 


(a) 


(b) 


(c) 


(d) 


Portfolio Investments 


Investments in bonds and mortgage loans (debt securities) are carried at amortized cost net of any allowance for credit 
losses. The difference between the proceeds on the sale of a debt security and its amortized cost is considered to be an 
adjustment of future portfolio yield. Net realized gains and losses are included in Net Deferred Gains on Portfolio 
Investments Sold and are deferred and amortized over the period to maturity of the security sold. 


Investments in stocks (equity securities) are carried at cost plus a moving average market value adjustment of $11 ($9 in 
2000). The carrying value is adjusted towards market value at a rate of 15% per annum. Net realized gains and losses are 
included in Net Deferred Gains on Portfolio Investments Sold and are deferred and amortized to income at 15% per 
annum on a declining-balance basis. Market values for public stocks are generally determined by the closing sale price of 
the security on the exchange where it is principally traded. Market values for stocks for which there is no active market, 
are determined by management. 


Investments in real estate are carried at cost net of write-downs and allowances for loss, plus a moving average market value 
adjustment of $3 ($(5) in 2000). The carrying value is adjusted towards market value at a rate of 10% per annum. Net 
realized gains and losses are included in Net Deferred Gains on Portfolio Investments Sold and are deferred and amortized 
to income at 10% per annum on a declining-balance basis. Market values for all properties are determined annually by 
management based on a combination of the most recent independent appraisal and current market data available. 


Appraisals of all properties are conducted at least once every three years by independent qualified appraisers. 


Derivative Financial Instruments 


The Company uses derivative products as risk management instruments to hedge or manage asset and liability positions 


including revenues within guidelines which prohibit their use for speculative trading purposes. 

The accounting policies for derivative financial instruments used for hedging correspond to those used for the underlying 
hedged position. 

Foreign Currency Translation 


The Company follows the current rate method of foreign currency translation for its net investment in its self-sustaining 
foreign operations. Under this method, assets and liabilities are translated into Canadian dollars at the rate of exchange 
prevailing at the balance sheet dates and all income and expense items are translated at an average of daily rates. 


The Company has entered into certain daily average rate forward exchange contracts to manage volatility associated with 
the translation of its United States operations into Canadian dollars. Net realized foreign exchange gains and losses are 
included in investment income. 


Loans to Policyholders 


Loans to policyholders are shown at their unpaid balance, are fully secured by the cash surrender values of the policies and 
have effective interest rates ranging from 5% to 9%. 
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(e) 


(f) 


(g) 


(h) 


(i) 


(j) 


(k) 
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Funds Withheld by Ceding Insurers 


Under certain forms of reinsurance contracts, it is customary for the ceding insurer to retain possession of the assets sup- 
porting the liabilities ceded. The Company records an amount receivable from the ceding insurer representing the 
premium due. Investment revenue on these funds withheld is credited to the Company by the ceding insurer. 


Goodwill 


Goodwill represents the excess of purchase consideration over the fair value of net assets of acquired subsidiaries. Goodwill 
is amortized on a straight-line basis over its useful life but not exceeding periods of 30 years. The Company evaluates the 
carrying amount of goodwill by reviewing returns and projections of future cash flows of the related businesses. Goodwill 
is written down when impaired and the amortization periods are revised if it is estimated that the remaining period of 


benefit has changed. 


Income Taxes 


The Company uses the liability method of income tax allocation. Current income taxes are based on taxable income and 
future tax assets and liabilities are based on taxable temporary differences. The income tax rates used to measure future 
tax assets and liabilities are those rates enacted or substantially enacted at the balance sheet date. 


Actuarial Liabilities 


During 2001, the Company adopted the new standards of the CICA Handbook Section 4210 Life Insurance Enterprises — 
Specific Items. The new standard requires use of the Canadian Asset Liability Method for valuing actuarial liabilities. In 
prior years, annuity, group life and health liabilities were determined using cash flow valuation techniques. Other insur- 
ance liabilities were determined using the Policy Premium Method. There is no material effect of this change on the 
financial statements of the Company. 


Pension Plans and Other Post Retirement Benefits 


London Life maintains contributory and non-contributory defined benefit pension plans for certain of its employees and 
agents. The plans provide pensions based on length of service and final average earnings. The cost of the defined benefits 
is actuarially determined and accrued using the projected benefit method pro-rated on service. The current cost of pen- 
sion benefits is charged to earnings. Adjustments arising from plan amendments or experience gains or losses are 
amortized over the expected average remaining service life of the employee/agent group. Experience gains and losses are 
calculated using a market related value of assets. Plan assets are carried at market values and are held in separate trusteed 


pension funds. 


London Life also provides post retirement health and life insurance benefits to eligible employees, agents and their depend- 
ents. During 2000, CICA Handbook Section 3461 Employee Future Benefits became effective which requires recognition 
on an accrual basis of the cost of all post retirement benefits other than pensions over the period of employee service. The 
cost of defined benefits is actuarially determined and accrued using the projected benefit method pro-rated on service. 
The current cost of post retirement health and life insurance benefits is charged to earnings. There is no material effect of 


these requirements on the financial statements of the Company. 


Earnings per Common Share 


Earnings per common share is calculated using net income after preferred share dividends and the weighted daily average 
number of common shares outstanding of 87,444,028 (87,444,028 in 2000). 


Comparative Figures 


Certain of the 2000 amounts presented for comparative purposes have been reclassified to conform with the presentation 


adopted in the current year. 
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be EI, 
2. PORTFOLIO INVESTMENTS 


(a) Carrying values and estimated market values of portfolio investments are as follows: 


2001 2000 
Balance Balance 
Sheet Market Sheet Market 
Value Value Value Value 
Bonds == GOVERMIMICIU fas csaseeueedosreresurctereer $ 3,986 $ 4,137 $ 4,171 $ 4,289 
= COLP OL tC tresseesternrecntesssareentees 7,208 7,440 7,064 7,138 
11,194 11,577 11,235 11,427 
Mortgage loans — residential single family........... 1,955 1,998 2,188 2,178 
— residential apartments............. 1,769 1,868 1323 1,410 
— retail and shopping centres .... 666 735 670 735 
— officelbuildings a5 22 macace.. 518 551 495 525 
SS TIRGRISTOE oatepeceonccestecee eaeaOO, 482 509 543 568 
= OUHET pecs ictee ety cesinntecenee ees 42 62 42 65 
5,432 5,723 5,261 5,481 
Stocks = PU lic ore ca ssectecacshtsseotettousreatacees 450 469 430 448 
= (PTIVALC ssieccosensrescarereriocscscuavotesvses 65 65 36 35 
515 534 466 483 
Realestate? (yeti eee cee 758 853 7Al 806 . 
$ 17,899 $ 18,687 $ 17,703 $ 18,197 


(b) The significant terms and conditions and interest rate ranges of applicable fixed-term portfolio investments gross of pro- 
visions are as follows: 


2001 
Carrying Value 
Term to Maturity Effective 
1 Year or Over Principal Interest Rate 
Less 1-5 Years 5 Years Total Amount Ranges 
Bonds $ 930 $ 4,090 $ 6,191 $ 11,211 $ 11,555 2.0%-14.0% 
Mortgage loans 1,044 2,111 2,290 5,445 5,458 4.0%-13.8% 
$ 1,974 $ 6,201 $ 8,481 $ 16,656 $ 17,013 
2000 
Carrying Value 
Term to Maturity Efecive 
1 Year or Over Principal Interest Rate 
Less 1-5 Years 5 Years Total Amount Ranges 
Bonds $ 1,006 $ SEN) $ 6,318 $ 11,243 $ 12,644 3.0%-14.0% 
Mortgage loans 1143 2,241 1,904 D278 5,295 4.0%-14.5% 


$ Pa lsss) $ 6,160 $ 8,222 $ 16,521 $ Wise 
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(c) Included in portfolio investments are the following: 


(i) Non-performing loans: 


2001 2000 
TES IRA Seer Ea ncn os ate cece sca nencsoicy seein eae a On cade $ Pa) 11 
PVT UAE LOGINS Fo. teres taec nse naat re teeo a calcce ion uease Reet ae cm NO Re capers 8 o) 
$ 31 20 


Non-performing loans include non-accrual loans and foreclosed real estate held for sale. Bond and mortgage invest- 
ments are reviewed on a loan by loan basis to determine non-performing status. Loans are classified as non-accrual 


when: 


(1) payments are 90 days or more in arrears, except in those cases where, in the opinion of management, there is jus- 


tification to continue to accrue interest; or 


(2) the Company no longer has reasonable assurance of timely collection of the full amount of the principal and 


interest due; or 


(3) modified/restructured loans are not performing in accordance with the contract. 


Where appropriate, provisions are established or write-offs made to adjust the carrying value to the net realizable 
amount. Wherever possible the fair value of collateral underlying the loans or observable market price is used to 


establish net realizable value. 


(ii) Allowance for credit losses: 


2001 

AGUAS ATI EMOTE ASE LOIS ian cous cass cars entocea eae caeceesacntoseveecte sae te ses ce ndeesonveosesoeaepetys $ 30 
(iii) Changes in the allowance for credit losses are as follows: 

2001 
Dal ATCe, DE STATING Ol VAL cicerccscovenecoencovnsctscceusctscseresssssentusnscncstsontecersetopeseastnsearcestacavsrs $ 25 
PLO VISION OTAGEEC tH OSSES He eee exescscceserects Rete Moneta er oote sense cbe en euentaBres cosorcsenaut Sever veeteoee 6 
IRE CEI VETIES OF TIEN W iTUNES. xtc ct ccc sete ete ta tae cane beams ot Kvn ys coocancsnortencceaes - 
AVI COLL Slee Meme erea eves otc cr Oa cae occa AM A coc oc con Mea eas nc suc mu vntenedaeastncseesaessconess (1) 
BALAINCE, CIN OF VEAL A.B boas. vec ooutedhesdencocsacosssbenst snoweensonsteosaenschctacistaahssaaianancsdeatooe $ 30 


2000 
29 


(d) Also included in portfolio investments are modified/restructured loans of $40 ($48 in 2000) that are performing in 


(e) 


accordance with the current terms. 


Net investment income of $1,701 ($1,640 in 2000) includes amortization of net deferred realized gains (losses) on 
portfolio investments and unrealized gains (losses) on stocks and real estate as follows: 
2001 2000 

Trad Sree as ae rae asc tus ae cvsecaa teeta vaca cas acucaes veéss snssuu evsceeen custect sic toutesanMrareneneeeeS $ 65 48 
Morte ape Oats <...sn--cuercesasonsencorosasvsnesssenossavorsensenncqusenannaasiernnancensorsnavs hvenarsos ovenperovenveeseensaneve 13 10 
SETI S Wes reen ee eens grec erect sae SECS D ee aeoscos Puan sone eatae se ssedes cusses sasvors Savebesspersieerecetersee 44 5s) 
IREAlestatereettencstrere nero ete aes cetaceans se avewont Om cree se reeset oneetCnesuateacsavesuserrsrsvace 9 6 

$ 131 117 
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2. PORTFOLIO INVESTMENTS (cont'd) 


(f) The balance of net deferred gains (losses) on portfolio investments sold is comprised of the following: 


2001 2000 
Born Sf osc ces Screens des dees ivabassesle avec Aes ee $ 244 $ 285 
Mortage lo aris ya. o averse ccsencarceencncexnanares cence’ cov ens et tre neue anmee ets ee etc cer ece eres eee eee teeereeer 29 33 
C70 ol a Pe RR Ne ee, gE er ce SCRE OPE ROSE A conooar eR 243 286 
Reali estate te cecestessoccscoe tase aee eo eee eee ee ee nen eat ca eee eee ee 10 1l 


(g) Portfolio investments supporting reinsurance contracts: 


Included in invested assets are $1,369 ($1,305 in 2000) of assets which are held in various trust and escrow accounts. The 
assets have been placed in these accounts pursuant to the requirements of U.S. insurance laws or based on the terms of the 
underlying reinsurance treaty, to support liabilities assumed under certain reinsurance contracts. 


PLEDGING OF ASSETS 


The amount of assets which have a security interest by way of pledging are outlined below by major pledging activity: 


2001 2000 
In respect of real estate: <....-cscsscses¥sccsscsscasectenssncsesvsucsashenobecczecavarcaeeesontee: arseureavconsoesctetarcereceessaceensat $ 125 $ 127 
In respect/of remsuranice agreements) ae cccexstoncercantnnceanses sees chees eae eneete canoes orc eee a eee 61 77 
$ 186 $ 204 
4. ACTUARIAL LIABILITIES 
(a) Composition of Actuarial Liabilities and Related Supporting Assets 
(i) The composition of actuarial liabilities is as follows: 
Participating Non-Participating 
Policyholders Policyholders Total 
2001 2000 2001 2000 2001 2000 
Insurance & Investment .............000++ Si 85723, oO 2 004.74 ee OC OMSL. O97, sm oenlo-0G5 
Remsurancem. coer eee - - 5,663 4,861 5,663 4,861 
Property cc Casuialtvgeeeeente ste ee - - 30 18 30 18 
Ota eect venarat sari Pan Rasen $ 8,723 $ 8,200 $ 10,067 $ 9,767 $ 18,790 $ 17,967 
(ii) The composition of the assets supporting liabilities and surplus is as follows: 
2001 
Mortgage 
Bonds Loans Stocks Real Estate Other Total 
Balance Sheet Value 
Participating 
Insurance & Investment ......... $ 4,695 $ 2,394 $ 51 $ —- $ 1,583 $ 8,723 
Non-Participating 
Insurance & Investment .......... 1,935 2,114 146 vy 172 4,374 
Retnstirancepens scene cette 1,499 = 62 - 4,102 5,663 
Propertyiéc Castialty: #:c-c.e-esacum: 30 - - ~ - 30 
Other Pra Ceatiar er Mirae ep eats 2,479 914 34 324 504 4,255 
Participating policyholder surplus ... 130 - 180 317 287 914 
Capital and surplus ..........ccssessessseees 426 10 42 110 710 1,298 
Total Balance Sheet Value ................ $ 11,194 $ 5,432 $ 515 $ 758 S$ 775358. 77 $725,257; 
Fair Value) atcsetire wrpecocacns: $ 11,577 $ 5,723 $ 534 $ 853 $ 7,358 $ 26,045 
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(b) 
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2000 
Mortgage 
SES ee ee ee 

Balance Sheet Value 
Participating 

Insurance & Investment .......... , Zuewey 83 DOI} 36 o$ = 8 ES GS 8200 
Non-Participating 

Insurance & Investment .......... 22350 APRA 112 8 207 4,888 
ReiInSUrAnNCement en hee 1,489 = 58 _ 3,314 4,861 
Propertyicx Casualty... evseteccs. 18 - - - - 18 
Otherdr 2 a ae cheese econ, 2,519 826 48 424 409 4,226 
Participating policyholder surplus... 104 9 166 309 311 899 
Capital and Surplus: ca0.-.cecese<ncessrpoee 412 - 46 - 767 1,225 
Total Balance Sheet Value ................ S 1s S veh 466 $ Wel SS eyeileh SS ly 
Pain Valuene concer ee ee kn trees Se 4 ee 4 OLS 483 §$ 806 6,614 $ 24,811 


Cash flows of assets supporting actuarial liabilities are matched within reasonable limits. Changes in the fair values of 
assets are essentially offset by changes in the fair value of actuarial liabilities. 


Changes in the fair values of assets backing capital and surplus, less related income taxes, would result in a corresponding 
change in surplus when realized. 


The carrying value of assets backing actuarial liabilities plus the portion of deferred gains associated with actuarial liabil- 
ities is $19,064 ($18,321 in 2000). The fair value of these assets is $19,646 ($18,718 in 2000). 


Nature of Actuarial Liabilities 


Actuarial liabilities represent the amount equal to the carrying value of the assets that, taking into account the other per- 
tinent items on the balance sheet, will be sufficient to discharge the Company’s obligations over the term of the liability for 
its insurance policies and to pay expenses related to the administration of those policies. Actuarial liabilities are deter- 
mined using generally accepted actuarial practices, according to standards established by the Canadian Institute of 
Actuaries. In accordance with these accepted practices, actuarial liabilities have been determined in accordance with the 
Canadian Asset Liability Method in 2001. In 2000, annuity, group life and health liabilities were determined using cash flow 
valuation techniques. Other insurance liabilities were determined using the Policy Premium Method. 


(c) Changes in Actuarial Liabilities 


(d) 


Participating Non-Participating 
Policyholders Policyholders Total 
2001 2000 2001 2000 2001 2000 
Balance — beginning of year ..........:sss0 $ 8200 $ 7,644 $ 9,767 $ 9,692 $ 17,967 $ 17,336 
Reclasstticatlonmenatcsracecertstrcretes: = (30) - 3 - (27) 
Normal change — new business ..........:++: 3 9 643 978 646 987 
SHIN TOPCO ee eeretec sere certcs 601 510 (463) (993) 138 (483) 

Material assumption changes ............0000 (81) 67 (39) (41) (120) 26 
Foreign exchange rate changes ...........:+++ - - 159 128 159 128 
Balance—ed Of VCAn ar cencannsesteesixecessosnsroaes $ 8,723 $ 8200 $ 10,067 $ 9,767 $ 18,790 $ 17,967 


In both 2001 and 2000 assumption changes were made in the provision for future participating policyholder obligations 
and, in 2000, excess interest rate risk provisions were released for non-participating policyholders. 


In 2000 a reclassification was made between participating policyholder actuarial liabilities and participating policyholder 
funds on deposit, and excess claim risk provisions were released for non-participating policyholders. 


Actuarial Assumptions 

In the computation of actuarial liabilities, valuation assumptions have been made regarding rates of mortality/morbidity, 
investment returns, levels of operating expenses and rates of policy termination. The valuation assumptions use best esti- 
mates of future experience together with a margin for misestimation and experience deterioration. These margins have 
been set in accordance with guidelines established by the Canadian Institute of Actuaries and are necessary to provide rea- 
sonable assurance that actuarial liabilities are adequate to cover a range of possible outcomes. Margins are reviewed 
periodically for continued appropriateness. 


Sil 


[EOUN? DFOF NG IENES ULRTAU NT GIES Gas OR ar aaa gear 


4. 


ACTUARIAL LIABILITIES (cont'd) 


(e) 


The methods for arriving at these valuation assumptions are outlined below: 

Mortality — A life insurance mortality study is carried out annually. The results of this study are analyzed and used to 
update London Life’s experience valuation mortality table for life insurance. Where there is insufficient data, use is made 
of the latest industry experience to derive an appropriate valuation mortality rate. Although mortality improvements have 
been observed for many years, no future improvements have been assumed for life insurance valuation. 
Annuitant mortality is also studied regularly and the results used to modify established industry experience annuitant 
mortality tables. Mortality improvement has been projected to occur throughout future years for annuitants. 
Morbidity — London Life uses industry developed experience tables modified to reflect emerging Company experience. 
Both claim incidence and termination are monitored regularly and emerging experience is factored into the current valu- 
ation. 

Investment Returns — The assets which correspond to the different liability categories are segmented. For each segment, 
projected cash flows from the current assets and policies are used in the Canadian Asset Liability Method to determine 
actuarial liabilities. Cash flows from assets are reduced to provide for asset default losses. Testing under several interest 
rate scenarios (including increasing and decreasing rates) is done to provide for reinvestment risk. 


Expenses — Unit expense studies are updated regularly to determine an appropriate estimate of future cost for the liability 
type being valued. Expense improvements are not projected. An inflation assumption consistent with the investment 
return is incorporated in the estimate of future cost. 

Policy Termination — Studies to determine rates of policy termination are updated regularly to form the basis of this esti- 
mate. Industry data is also available and is useful where London Life has no experience with specific types of policies or 
its exposure is limited. London Life has reflected the emerging trend of lower lapsation on lapse supported benefits in its 
policy liabilities. 

Policyholder Dividends — Future policyholder dividends are included in the determination of actuarial liabilities for par- 
ticipating policies. The Actuary has assumed that policyholder dividends will change in the future to reflect the experience 
of the participating account, consistent with the participating policyholder dividend policy. 


Risk Management 


(i) Interest rate risk — Interest rate risk is managed by effectively matching portfolio investments with liability character- 
istics. Hedging instruments are employed where necessary when there is a lack of suitable permanent investments to 
minimize loss exposure to interest rate changes. 


(ii) Credit risk — Credit risk is managed through an emphasis on quality in the investment portfolio and by maintenance 
of issuer, industry and geographic diversification standards. 


Projected investment returns are reduced to provide for future credit losses on currently held assets. The net effec- 
tive yield rate reduction averaged 0.18%. 


The following outlines the future asset credit losses provided for in actuarial liabilities. These amounts are in addi- 
tion to the allowance for asset losses included with assets: 


Participating Policyhokders: cd.ca.cot:suectessescyertsascnt oatetnccteson: raaeeepenttte eee eee $ 223 $ 196 
Nons-Participating Policyholdets=:27....acece semester te ee ete eee 55 oT 


$ 278 $ 253 


(iii) Reinsurance risk— Maximum benefit amount limits (which vary by line of business) are established for life and health 
insurance and property and casualty insurance and reinsurance is purchased for amounts in excess of those limits. 
Catastrophic accident reinsurance coverage is in place covering up to $200 in claims from a single event under the 
consolidated program for Great-West Life, Great-West Life & Annuity, and London Life (not including London 
Reinsurance Group and London Guarantee Insurance Company). 


Reinsurance contracts do not relieve London Life from its obligations to policyholders. Failure of reinsurers to hon- 
our their obligations could result in losses to London Life. London Life evaluates the financial condition of its 


reinsurers and monitors concentrations of credit risk to minimize its exposure to significant losses from reinsurer 
insolvencies. 
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As a result of reinsurance, actuarial liabilities have been reduced by the following amounts, which include the rein- 
surance transaction described in Note 9: 


2001 2000 


Parscipacine POL CptiGh ler sy, soc. etcy ce Ste tacts eevee cca cates ee esse $ 10 $ 10 
Non-Partscipating Policy holdetsy 2 ji.as ots lane tee ere ek ee ees eas een res 1,315 453 


$ 1,325 $ 463 


(iv) Foreign exchange risk — If the assets backing actuarial liabilities are not matched by currency, changes in foreign 
exchange rates can expose London Life to the risk of foreign exchange losses not offset by liability decreases. 


Foreign exchange risk is managed whenever possible by matching assets with related liabilities by currency and 
through the use of derivative instruments such as forward contracts and cross-currency swaps. These financial instru- 
ments allow London Life to modify an asset position to more closely match actual or committed liability currency. 


(v) Liquidity risk — Liquidity risk is the risk that the Company will have difficulty raising funds to meet commitments. The 
liquidity needs of the Company are closely managed through cash flow matching of assets and liabilities and forecasting 
earned and required yields, to ensure consistency between policyholder requirements and the yield of assets. 
Approximately 55% of policyholder liabilities are non-cashable prior to maturity or subject to market value adjustments. 


(f) Sensitivity of Actuarial Assumptions 


The actuarial assumption most susceptible to change in the short run is future investment returns. One way of measur- 
ing the interest rate risk associated with this assumption is to determine the effect on the present value of the projected net 
asset and liability cash flows of the non-participating business of the Company of an immediate 1% increase or an imme- 
diate 1% decrease in the level of interest rates. The effect of an immediate 1% increase in interest rates would be to decrease 
the present value of these projected cash flows by $14. The effect of an immediate 1% decrease in interest rates would be 
to increase the present value of these net projected cash flows by $10. The level of actuarial liabilities established under the 
Canadian Asset Liability Method of valuation provides for interest rate movements significantly greater than the 1% shifts 
shown above. 


COMMERCIAL PAPER AND OTHER LOANS 


(a) Commercial paper and other loans consist of the following: 
2001 2000 


Balance Fair Balance Fair 
Sheet Value Value Sheet Value Value 


Short-Term 
Revolving credit in respect of reinsurance business with interest 
rates from 2.2% to 3.9% (6.2% to 7.3% in 2000) maturing 
WURELIIN: COMME y CA epecsacsecsccsoaseseteseeesextercasansvtscransesratedsotereresedrtisahamieilteass $ 61 $ 61 $ 77 $ 77 


Long-Term 
Operating: 
First mortgages secured by real estate and limited recourse 
mortgages at interest rates from 6.4% to 11.4% maturing 


AR VAGUS CATES CO) LOLA. seu saraetcgetacndes at -sesovasssuscrpncesrssansaveseviowessovenecosnd 125 133 127 134 
Other notes payable at interest rates of 8.0% (8.0% in 2000) ......... 15 15 16 16 
Sub total 140 148 143 150 

Capital: 
6.75% Debentures due August 10, 2015, unsecured (note 9) ......... 200 210 200 205 
SAUL): EOI ALp Meroe te trace deta eas ov wexrasaxe nose scaus sagenenden stoke coucovss echo onms cect’ 200 210 200 205 
Total Jomg teri) ...ccseccosssscoecsorcasessnsctisedieshossennssrvsssanersassesusesnoronseecnsnessenesnoes 340 358 343 355 
Royall Gaeraeeticscrsnsrscereccerscveraticesssostsesveccnyasacecsosser sesuansasvoteasntsssrersssessexcss<soneveosa $ 401 $ 419 $ 420 $ 432 
Interest expense On long term loam ........ssessereesserseerneennenseesssssesnseessees $ 24 $ 24 
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5. COMMERCIAL PAPER AND OTHER LOANS (contd) 


(b) Principal Repayments of Long Term Loans 


Operating Capital Total 
DOOD ecovecscessjucsonseeedssoshesecteccsvece Bee P Oar ron Tear eaves sae teat eee neaetaetona terete $ 3 $ - §$ 3 
DVB cscs ccecces eecsssuuan vaceeaboscavcueceteslves fata nusne det aso oT Ea aE ETT eto ET Eee ceternne 59 - 59 
OVA ceckcsacacec venture se skacsv ves seiearasccostehneees ois reseee etss dee OTT a rer nnoas etree a7 - 27, 
DOS: sc secesscecescocteaca ce kathccsaven evento eas teae ei ae Buea a seotncaste temeenana tere eet one 19 - 19 
DOG sscce fcces sei scsseahadessaeaseeraeeusbauSecasseu escbovs Tansee sooo oe me eae Ss tate aap eae 1 - 1 
ZOO Zaid thereatter vcsccsssescoscdecscescs stancecteva coves ssdasoccee sever eset cweencsncueeae eaeeee tera 31 200 Ii 


$ 140 $ 200 $ 340 


i ee 


6. MINORITY SHAREHOLDER INTERESTS 


The equity interest of London Insurance Group in London Life was 100% at December 31, 2001 and 2000. The non- 
controlling interests of London Insurance Group’s subsidiaries are: 
2001 2000 


Preferred shareholders. 5... ,0cs.cco-vsnc ecscanesteossinestzccasostssnecte eouapuseatens0hegcaseansans cone seatae erates eaneteactaes $ 200 $ 200 
Minority interests in capital stock atid SUnpliisy rcscrecsrescessesecetsserceereetacreseecte stead eeserseereeecnentererrcart 10 10 


7. CAPITAL STOCK 


2001 2000 
Stated Value Stated Value 
Number (thousands) Number (thousands) 
Authorized 
Unlimited Class 1 Preferred Shares 
Unlimited Class 2 Preferred Shares 
Unlimited Common Shares 
Issued and outstanding: 
Class 1 Series D Preferred Shares 5,000,000 $ 125,000 5,000,000 $ 125,000 
Class 1 Series E Preferred Shares 5,000,000 125,000 5,000,000 125,000 
Common Shares 87,444,028 650,000 87,444,028 650,000 
$ 900,000 $ 900,000 


The Class 1 Series D, 7.25% Non-Cumulative Preferred Shares are redeemable or convertible to Common Shares of the Company 
at the option of the Company on or after December 31, 2002 or convertible to Common Shares of the Company at the option of 
the holder on or after December 31, 2002. 


The Class 1 Series E, 7.20% Non-Cumulative Preferred Shares are redeemable or convertible to Common Shares of the Company 
at the option of the Company on or after December 31, 2002 or convertible to Common Shares of the Company at the option of 
the holder on or after December 31, 2002. 
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8. PENSION PLANS AND OTHER POST RETIREMENT BENEFITS 


(a) Defined Benefit Pension Plans 


(i) The status of the Company’s defined benefit pension plans is as follows: 
2001 2000 
PNSSELS Qe LALE Vek EG ats ocr cea tates astoeoe wectera sc mses eereos cote Use eee aoa cece $ 865 912 
INcerued Denenit OblIGALOI ares ccorces sate seeites eieniecs peste trae aes eree cactesceisae at: 807 806 
ESC essiledssers OV Cl ODP AIONS tery (cnonaraccaceeaetcoa me trcerae depen seseeriteeee areca see 58 106 
Unamortized net experience gains and assumption Changes .......ssssssessesseseeseesees (21) (80) 
Wnamornuizedmietassetwatstransitio ime seme tee meee mene eee an (4) (8) 
Excess funding contribution balance (reflected in Other Assets) .......ce.sessessesseseeees $ 33 18 
Significant Weighted-Average Actuarial Assumptions: 
IP ISCO UU ALCS Merrenerren ste aeetcss ta are tect coo arr 8 ee thee ome ne seen seem ae 6.75 % 7.0 % 
Expected tetrm om assets) ou Scans atsteteh encuentra am eta 7.75 % 8.0 % 
FASS UEC COMP ensatlOnmINCreaSe iM -::4 an Sentsseoewele eo are paereereee ane 5.25 % 5.5% 
(ii) The change in the fair value of plan assets is as follows: 
2001 2000 
Fair value ot assets; begimming Of year \.c.f.cvscecetessccassscose crtesescseatesotea os chatsseeticccneesees $ 912 897 
ETEIDIOVER COMUEIDULEOIIS or aetans cttencos tossbestenva sacs este scarica cies cece secttn enema by Z 1 
REELIEIA O1N Plata, ASSES Go. scove snssctseessteotsoucoteey toa asaeee cdaeonseetoategheseinad eee eee 27 83 
BVCTICESUS PIANC Sree tontevaca ctecera teresa nt tsn eats eos saree nates ent a eaha Saran EA al het it es (76) (69) 
BAlg VAM GOL ASSCLSSCDG Of VOL icine vascvesssnsnnseusnoiessocsnogsverssestusaspeenortensaysiseteheresuarecsirecse $ 865 912 
(iii) The change in the accrued benefit obligation is as follows: 
2001 2000 
Accrued benelit obligation, beginning Of eat” ..c-ssusxyccscsescaceucanescsovstevectasieesveenseoseets $ 806 793 
(GmmNEMLISEL VICE: COSE cesses vies ececccataces ne steccoss ses siespsesecssonscs ras ssvevsececessorsuensncsiereruaeesenseres 14 21 
Inferest-onaech ed Pension, ODLUGAON <2 iic.ccoscusoussanssncdesscunenivueatniaberapvaresidteetsacaet 54 56 
PAGAULGATIAR (CAIUS) MOSSES cece ee etcerece tence ose ches secs oats sacesansestsconsnnunateee ie tans onasstciseat 9 5 
VETVELLES, PARA cates ecseae cosh’ ssesdcvnsosscesnsnnsee testnsy<inacbstussns Sesesedats tonnsad swapOcontucbentscausensecopieasecs (76) (69) 
ACERUed Detietit ODISALION, CHC Of; VEAL: ccsovcrnesnrccecaesesrnscaesscazscesnvenetnesercsvryscrtiseehsnters $ 807 806 
(iv) Pension expense is determined as follows: 
2001 2000 
GUETENt SEL VICE ICOSE ccacisscoct cassette ee scars tesbvanaeved Moewealctioatverenesunscusaseesttnetacttcsiet eset eees $ 14 al 
interest or accrued. pension Obligation, .:--oresu, icsesesessnsasccrtncaoearseveshseicsieicctaspksaseecoourss 54 56 
Amortization of net experience gains and assumption Changes ........:ssessssseessesseeees (9) (8) 
IAMOFzZatlONlOL MeL asset at ULATISIULOTMerseceecersesce-sessentonetctotcerecestevarssecyctresteneesctecesce=ce (4) (4) 
Expected Pettitm Ont plat assets: ..2..sc.c..cusdsucncvsendaccsectconesneartayspaassaeeainsWesbusaonsanssinson soos (70) (71) 
$ (15) (6) 


(b) Other Pension Plans 


(i) The Company also maintains defined contribution pension plans for certain employees and agents the costs of 
which are as follows: 
2001 2000 
Contributions expensed |..cc<sserceesorsssssasossesvssasnseusessassesenssssnecunsasunsuneusensesssieanessysessurseeds $ 2 2 
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8. PENSION PLANS AND OTHER POST RETIREMENT BENEFITS (contd) 


(ii) In addition the Company maintains supplemental executive retirement plans for certain key executives which 
provide certain benefits upon retirement, disability or death. 


2001 2000 
Tin Year EXPENSE \.sscvscsseraseonnsnsserstonvshsnesnvocressinésnsssieauaiaate deecuarde tas essacen cared aeraaenasoauciasaiaes $ 2 $ 1 
End of year total liability. .2sc:.ct-ccoheonevevcscasnencerssescersoareserasecuesveenceecresremtame-eeanreer tarts $ 22 $ 22 

(c) Other Post Retirement Benefits 
(i) The status of the Company’s other post retirement benefits plans is as follows: 

2001 2000 
Accrued other post retirement benefits obligation ...........sssssssesssseessseesesssscecenesesseees $ 144 $ 131 
Unamortized experience gait (loss) 2x. .scss-sversersrveorosneonssusnestusnestessopanserensectessranstsscases (1) 6 
Accrued benefit obligation (reflected in Other Liabilities) ..........c.cscssessesestesseneees $ 143 $ 137 


Significant Weighted-Average Actuarial Assumptions: 


The discount rate used to determine the accrued benefit obligation was 6.75% at December 31, 2001 and 7.0% at 
December 31, 2000. In determining the expected cost of health care benefit plans, it was assumed that health care costs 
would increase by 11.0% in 2001 and that the rate of increase would gradually decrease to a level of 5.0% by 2007. 


(ii) The change in the other post retirement benefits obligation is as follows: 


2001 2000 
Accrued other post retirement benefits obligation, beginning of year ............s000 $ 131 $ 130 
Cidrrent SErvice! COSE sias sh uive:wiizees coset terecs cess cosvarertsentet eter eerateceetcenaht neccctcerte teres actenetas 3 2 
Interest on accrued other post retirement benefit obligation ............sssssesssseeseseesese 9 ae 
Actuiarial (gains) losses’ scccstsccscccseczossnetcan sence te roosts eter eta Reese emt 6 (6) 
Bemetits' paid \c calsetinasvssottencasasescs- che tccrteneseseette eee ear eee ee eee ee (5) (5) 
Accrued other post retirement benefits obligation, end of year ........sesssssssesseeseseeees $ 144 $ 131 
(iii) Other post retirement benefits expense is determined as follows: 
2001 2000 
CUPTenit Service: COST ar. tepsccencscssckceecncte catered ee cee eset en re eRe ena $ 3 $ 3 
Interest on accrued other post retirement benefit obligation ..........ssssseseceeseeseesees 9 9 
$ 12 $ 12 


9. RELATED PARTY TRANSACTIONS 
(a) At December 31, 2001: 


(i) The Company has notes receivable with Great-West which have an outstanding balance of $768 ($768 in 2000). 
These notes are non-interest bearing and mature on December 31, 2004. 


(ii) London Life has 6.75% Debentures due to Great-West Lifeco which have an outstanding balance of $200 ($200 in 
2000) (note 5). Interest expense of $14 on this debt is included in the financial statements ($5 in 2000). 


(b) During 2001: 


(i) London Life purchased residential mortgages of $178 ($131 in 2000) from Investors Group, a company within the 
Power Financial Corporation group of companies. London Life sold residential mortgages of $165 ($232 in 2000) to 
Great-West Life, $79 ($18 in 2000) to segregated funds maintained by London Life and $19 ($0 in 2000) to segregat- 
ed funds maintained by Great-West Life. London Life purchased residential mortgages of $54 ($0 in 2000) from 
Great-West Life and segregated funds maintained by London Life purchased residential mortgages of $19 ($0 in 
2000) from Great-West Life. London Life purchased residential mortgages of $1 ($15 in 2000) from segregated funds 
maintained by London Life. All transactions were at market terms and conditions. 


(ii) On December 31, 2001, London Life ceded by co-insurance to Great-West Life certain individual non-participating 
life insurance policies. The transaction resulted in a decrease in premium income of $449, ceding commission 
income of $20, a decrease in actuarial liabilities of $428, a decrease in invested assets of $428 and investment income 


of $21. The effect of this transaction on after-tax earnings was an increase in net income of $36. The transaction was 
at market terms and conditions. 
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(ii) London Life provided to and received from Investors Group certain administrative services. A total expense of $6 was 
included in the 2001 financial statements with respect to those services ($6 in 2000). As well, certain administrative 
services were provided to and received from Great-West, the net of which was an expense to London Life of $33 ($36 
in 2000). London Life also obtained property management and leasing services from GWL Realty Advisors Inc, a 
wholly owned subsidiary of Great-West. A total expense of $5 ($3 in 2000) is included in the 2001 financial state- 
ments with respect to those services. All services were provided on terms and conditions at least as favourable as 
market terms and conditions. 


(c) During 2000, London Life repaid $21 of mortgages on real estate to Great-West. 


10. INCOME TAXES 


(a) Future income taxes consist of the following taxable temporary differences on: 


2001 2000 
| EGS TS aL TPE UTES es ei ma esa rare ON ON rie Li Rn oR eee REE, A Pee pe $ (89) $ (36) 
QE EO EEG sls VES ERIN CEES pte xc cecte ee UEC ont RRND ROU cagacaconsoneecescccecsseaassesvoreacteoussttoneeneonetec 18 42 
OE NSE Se hoc ie Ae nice oe ie ee re a eee eR REBAR mM bay 55 55 
$ (16) $ 61 
(b) The Company’s effective income tax rate is derived as follows: 
2001 2000 
Combined basic Canadian federal and provincial tax rate..........sssssesssceeceeseceeeeeesseeneneesees 42.0 % 43.5 % 
Increase (decrease) in the income tax rate resulting from: 
ING He taxa le mMVeStITen titi COM Ceres cee cease heres ete es eeteren carers remetaer ee cee ans ese eres (5.3) ‘@ib) 
Lower effective tax rates on income not subject to tax in Canada w.......eseeseseeseeseeees 1.3 (8.0) 
MINVESUIII CT WAM CANITLCNUAK: sereec sevens cans tessnznececescvstsadersseces sua cuacsuctsnatesaeatss voacusvenstesorsesssSastcoes 6.4 8.3 
WA SCHCOLPOLALLOMS CAN. gerereseea ress Sese ees test vaeeer Seer rec sotavetsesste ts ossvoseoussocstsorsvorsesonsratees Svares 0.3 - 
Impact Of Late Chance On TULLE INCOME TAXES «2 cece: saencoorraccsssvonsaasonvsaseuscieesnsntanstucnnrse (2.6) 15 
DABS COTATI OS oy ces stile faces ures ctes vacott ise se _ or evdebtasoansstd aavesvantcensanearnteeonnveee Meee Meas eee 3.7 1.6 
Enective income tax rate applicable tO CUrPeMt VEAr :....czcc-ocscsenssecnsssorsssaetvttewsvecsecansanseoeensss 45.8 44.8 
Increase (decrease) in the income tax rate resulting from prior years’ tax adjustments. 5.1 (3.0) 
BITE CEIVeMMCO IME LAX TALC cere ccascascevessostueatscnecussovscseestssscecescspo urssustesussotnsassesosscterscosesssesesoisrs 50.9 % 41.8 % 


11. OFF BALANCE SHEET FINANCIAL INSTRUMENTS 


In the normal course of managing exposure to fluctuations in interest and foreign exchange rates, and to market risks, London 
Life is an end user of various derivative financial instruments that are not reported on the balance sheet. All contracts are over- 
the-counter traded and are with counterparties that are highly rated financial institutions. 


(a) The following table summarizes London Life’s derivative portfolio and related credit exposure: 


2001 
Maximum Future Credit* Risk 
Notional Credit Credit Risk Weighted 
Amount Risk Exposure Equivalent Equivalent 
Interest Rate Contracts 
SW ALS dpa tems ee casted rt secon ens Tear caniouteangereiseeoaiatss $ 182 $ 8 $ 1 $ ae: 2 
Foreign Exchange Contracts 
BOTWAUC COM(NACS ceccstecerer se meewestisecsornscosssrasoarcoscsrsosscs 62 - 1 il 
CTOSS-CUITETICY SWAPS secvssssonscavndsuniervenspaeneexvnyeasnssioess 382 10 25 she 7 
444 10 26 36 if 


Other Derivative Contracts 
EQUity COMEACES ....,.2cvscceseecossresesvensesssssesustoresvonscieeroees 242 64 16 30 11 


* Credit risk equivalent for equity contracts includes a reduction for collateral of $50. 


37 


L_O-NSD-OUN THAN S UCR ADN©G (Be Gr RiOgUer Sinise 
11. OFF BALANCE SHEET FINANCIAL INSTRUMENTS (cont‘d) 
2000 
Maximum Future Credit* Risk 
Notional Credit Credit Risk Weighted 
Amount Risk Exposure _ Equivalent — Equivalent 
Interest Rate Contracts 
Swaps: cob seccskecodssrostcudtahousteensis dan cyostectovecbeactegeromermesteoees $ 230 $ 3° 3 2 $ 5 $ 1 
Foreign Exchange Contracts 
RORWard COMtracts|meecseree terest scerecrererecrorsenrectees 169 - 2 2 
GKOSS-CUNTENGYSWaDSterccestccrssecectstereresnmccectetenseeres 397 11 27, 38 8 
566 11 D9, 40 8 
Other Derivative Contracts 
EQUI Y/ COMELACIES tere ccarsererss spenensctiesocerns tes reeerrereteereereers 278 87 22 31 11 
$ 1,074 $ 101 $ Seah 76. 3 20 


(b) 


* Credit risk equivalent for equity contracts includes a reduction for collateral of $78. 


The following table provides the use, notional amount and estimated fair value of London Life’s derivative portfolio at 


December 31: 


Contracts Held for Asset/Liability Management 


Notional Amount 
1 Year or 
Less 1-5 Years 
Interest Rate Contracts 
SWADS' BscieiediopieSvaestssvscenconcondetsertcorsesees tees $ 24 $ 100 
Foreign Exchange Contracts 
OGWaldicomtiracts mec eee ee - - 
(TOSS-CULTENCVsSWapS Berecsstseerencesstees = 140 
- 140 
Other Derivative Contracts 
EQuityiconttactSiwatccsncmtetatr an 5 93 
$ 29 $ 333 


2001 
Contracts Held for 
Other Purposes 
Notional 
Total _Amount_ Total 
Over Estimated 1 Year Estimated 
5 Years Fair Value or Less Fair Value 
$ 58 $ 8 $ - $ - 
- - 62 (1) 
242 (25) - - 
242 (25) 62 (1) 
- 60 144 


2000 
Contracts Held for 


Contracts Held for Asset/Liability Management Other Purposes 
Notional 
Notional Amount Total Amount Total 
1 Year or Over Estimated 2 Years Estimated 
Less 1-5 Years 5 Years Fair Value or Less Fair Value 
Interest Rate Contracts 
SWaps lanccnee ear cee oe $ 20 $ 126 $ 84 $ 2 $ — $ = 
Foreign Exchange Contracts 
Forward contractsaes teeter 65 - - (1) 104 
CrOSS-CULTENCY SWAPS csssscsecsesseesecseenes 1 101 295 (5) = ee 
66 101 295 (6) 104 — 
Other Derivative Contracts 
Eqitity:contracts a .us.ccs ce eee 4 = 95 86 179 (2) 
$ 90 $ Wp ss 474 $ 82 $ 283 $ (2) 
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12. CONTINGENT LIABILITIES 


The Company and its subsidiaries are subject to individual legal actions arising in the normal course of business. It is not 
expected that any of these legal actions will have a material adverse effect on the consolidated financial position of the Company. 


In addition, at December 31, 2001 there are six proposed class actions against London Life (four in Ontario, and one in each of 
British Columbia and Quebec), related to the availability of policyholder dividends to pay future premiums. In June 2001, 
London Life announced an agreement to settle five such actions. Estimated future settlement benefits of $180 million and 
expenses related to the administration of the settlement in the amount of $20 million have been fully provided for in existing 
reserves in London Life’s participating account. Actual results could differ from those estimates. The settlement agreement has 
been approved by the Courts in British Columbia, Quebec and Ontario. The approval is under appeal in Ontario and the pro- 
vision for the settlement in the participating account is being challenged. There is also a proposed class proceeding in Ontario 
against the Company and London Life regarding the participation of the London Life participating policyholder account in the 
financing of the acquisition of London Insurance Group in 1997 by Great-West. These actions are in their early stages, and it 
is difficult to predict their outcome with certainty. However, based on information presently known, it is not expected that any 
of these actions will have a material adverse effect on the consolidated financial position of the Company. 


13. THE EVENTS OF SEPTEMBER 11, 2001 


2001 results include a charge of $73 after-tax in the shareholder account and $9 after-tax in the participating policyholder 
account related to claims provisions from the events of September 11, 2001, related to the reinsurance business. 


14. COMMITMENTS 


(a) Clients residing in the United States are required pursuant to their insurance laws to obtain letters of credit issued on 
London Reinsurance Group’s (LRG), a subsidiary of London Life, behalf from approved banks in order to further secure 
LRG’s obligations under reinsurance contracts. 


LRG has a syndicated letter of credit facility providing U.S. $1.5 billion in letters of credit capacity. The facility has two 
tranches. One tranche, in the amount of U.S. $1.1 billion, is for a one year term to November 5, 2002. The second tranche, 
for U.S. $0.4 billion, has a remaining two year term to October 27, 2003. Under the terms and conditions of the facility, 
collateralization may be required dependant on the future credit ratings of specific LRG subsidiaries and London Life or 
if a default under the letters of credit agreement occurs. LRG has issued U.S. $710 million in letters of credit under the one 
year term tranche and U.S. $395 million under the two year term tranche as at December 31, 2001. LRG had issued U.S. 
$1.1 billion under a previous letter of credit facility at December 31, 2000. In addition, LRG has other bilateral letter of 
credit facilities totalling U.S. $40 million (2000 — U.S. $40 million). Bonds and debentures in the amount of Cdn $15 mil- 
lion (2000 — Cdn $13 million) have been pledged to support these letters of credit. 


(b) On August 3, 2001, an agreement was entered into for the sale of London Guarantee Insurance Company, subject to the 
satisfaction of certain conditions contained in the agreement. At December 31, 2001, the transaction has not been 


completed. 


15. SEGMENTED INFORMATION 
The reportable segments are the participating and shareholder operations of the Company. 


The major business units within the operating segments are: 


Insurance & Investment Products — insurance, retirement income and investment savings for individual and group 
clients. 


Reinsurance & Specialty General Insurance — life, property and casualty, accident and health, annuity coinsurance and 
specialty insurance in specific niche markets. 


Corporate — business activities and operations that are not associated with the above major 
business units. 


LZORN | DIOU NE TENES UR TAU NEGSE MS GER ORUEP as INGE 
15. SEGMENTED INFORMATION (contd) 
(a) Consolidated Operations 
Year Ended December 31, 2001 
Total Company 
Participating 
Shareholder Policyholder 
Insurance & Reinsurance Insurance & 
Investment & Specialty Corporate Total Investment Total 
Income: 
Premium income merce tees $ 692 $ 3,455 $ - $ 4,147 $ 1,148 5,295 
Net investment income ........:.s.000++ 429 480 20 929 772 1,701 
Fee and other inCOme veccccseseseeseeres-=- 185 2 - 187 ~ 187 
‘Total income i crcses ee eee 1,306 3,937 20 5,263 1,920 7,183 
Benefits and Expenses: 
Paid or credited to policyholders .... 735 3,901 (3) 4,633 1,561 6,194 
Oth ergs eee deere ere 305 79 3 387 244 631 
Net operating income 
before income taxes .........ccccccccssesesessesees 266 (43) 20 243 115 358 
ImComeltaxesece este ee ete enes 101 (12) (8) 81 101 182 
Net income before minority 
shareholder interest .............:.:c:eeseseeees 165 (31) 28 162 14 176 
Minority shareholder interest of 
London Insurance Group subsidiaries 
Preferred shareholder dividends .............. _ - 10 10 - 10 
Minority shareholder interest .................- - 4 - 2) - 2 
- 2 10 12 - 12 
Net income s7..0..cn acces $ 165 §$ (33) $ 18 $ 150 §$ 14 164 
SUMMARY OF NET INCOME 
Attributable to participating 
policyholder 
Net income before 
policyholder dividends .............. $ = $ - § - §$ - $ 511 511 
Policyholder dividends .........::0.:00000 - _ - - 497 497 
Net income — participating 
policyholdetiee neers - - - - 14 14 
Attributable to shareholder 
Preferred shareholder 
Civicleni ds) sich athrecemen eee _ = 18 18 - 18 
Net income — common 
shareholders seer ere 165 (33) - 132 - 132 
165 (33) 18 150 - 150 
Net income coca. teen are ore $ 165 $ (33) $ LS oad cL Oees 14 164 
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Year Ended December 31, 2000 
Total Company 
Participating 
Shareholder Policyholder 
Insurance & Reinsurance Insurance & 
Investment & Specialty Corporate Total Investment Total 
Income: 
PFETMAAIMSINCOMI CMe eect eee ee $ 976 $ 2,878 $ = os 3,854 S$) 113255 4,986 
Net investment income .................+. 421 427 19 867 WHE: 1,640 
Reclandotnermilcoine memes 151 2 - 153 - 153 
pTeotali incon e peecatecscecceee seer escort ses ese ors 1,548 3,307 19 4,874 1,905 6,779 
Benefits and Expenses: 
Paid or credited to policyholders .... 1,067 3212 4 4,283 1,574 5,857 
OTIS ayroir ro ee ees 328 62 6 396 234 630 
Net operating income 
before income taxes «0.0.0.0... 153 33 9 195 OF 292 
(UCONN EDS Gusn nee es 54 (10) i 45 Thi 122 
Net income before minority 
shareholder interest ..............::secceeeee+ 99 43 8 150 20 170 
Minority shareholder interest of 
London Insurance Group subsidiaries 
Preferred shareholder dividends .............. - - 10 10 - 10 
Minority shareholder interest ................. : ~ 3 - 3 - 3 
— 3 10 il} - 13 
INetincOme peter eee carers: $ 99g 40 $ Q) $s 137 $ 20S 157 
SUMMARY OF NET INCOME 
Attributable to participating 
policyholder 
Net income before 
policyholder dividends .............+ $ - §$ - $ - $ - $ 475 $ 475 
Policyholder dividends ............:.0+ - - - - 455 455 
Net income — participating 
PIOMGVINOLGER aerscuenscresseversteseeceessseenes - - - ~ 20 20 
Attributable to shareholder 
Preferred shareholder 
ividemds\crsrs-arsertscsietvynsnsecooseceeectsese = - 18 18 - 18 
Net income — common 
slrare Older wre cttevercusttereceseescssenerss 99 40 (20) 119 - 119 
Se) 40 (2) Sy; - 137 
INES RICUTISE Mae cea Bofefsonsnecntsnsoodlnresenecicae $ ps 40 $ (2) $ 137 $ 20 $ 157 
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(b) Consolidated Balance Sheet: 


December 31, 2001 December 31, 2000 
Participating Participating 
Shareholder _ Policyholder Total Shareholder Policyholder Total 
Assets 
Invested assets .........s0000 $ 8,218 See $ 19,429 $ 8,289 $ 10,773 $ 19,062 
Goodwill ..ncc-n-en 46 - 46 50 - 50 
@thermassetsmere eee 5,385 397 5,782 4,828 377 5,205 
Totalassets t2-cceece ce $ 13,649 $ 11,608 $ 25,257 $ 13,167 $ 11,150 $ 24,317 
Segregated funds assets ....... 10,521 9,045 
Total assets under 
administration .................. $ 35,778 $ 33,362 
Liabilities, Policyholder 
& Shareholder Equity 
Policy liabilities .............. $ 10,906 $ 10,113 $ 21,019 $ 10,429 ND Skate $ 20,014 
Net deferred gains on 
portfolio investments 
SOldlee res erties: 156 370 526 INS: 400 615 
@ther liabilitiesiennse: 1,079 211 1,290 1,088 266 1,354 
Minority shareholder 
IM(tCKEStg ee eee eee 210 - 210 210 — 210 
Capital stock & 
SUI PLUS HeAececccesvesterceese 1,298 914 2,212 1,225 899 2,124 
Total liabilities, policyholder 
and shareholder equity .... $ 13,649 $ 11,608 $ 25,257 $ 13,167 $ 11,150 $ 24,317 
(c) Geographic Distribution: 
December 31, 2001 December 31, 2000 
Income Assets Income Assets 
Gama arieiivreccctecotcsecsteon ether coe ere eer es $ 3,683 $ 17,986 $ 3,506 $ 17,852 
Intemational: tec cece ea ee cee ee ee 3,500 7,271 3,273 6,465 


$ 7,183 $ 25,257 $ 16,779 $ 24,317 
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AUDITORS’ REPORT 


TO THE SHAREHOLDERS OF LONDON INSURANCE GROUP INC. 


e have audited the consolidated balance sheets of 

London Insurance Group Inc. as at December 31, 
2001 and 2000 and the summaries of consolidated opera- 
tions, the consolidated statements of surplus and the 
consolidated statements of cash flows for the years then 
ended. These financial statements are the responsibility of 
the Company’s management. Our responsibility is to 
express an opinion on these financial statements based on 
our audit. 


We conducted our audit in accordance with Canadian 
Those standards 
require that we plan and perform an audit to obtain 


generally accepted auditing standards. 


reasonable assurance whether the financial statements are 


DeloitG, 1 Tarecks KLE 


Chartered Accountants 


Winnipeg, Manitoba 
January 30, 2002 
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free of material misstatement. An audit includes examining, 
on a test basis, evidence supporting the amounts and 
An audit also 
includes assessing the accounting principles used and 


disclosures in the financial statements. 


significant estimates made by management, as well as 
evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements 
present fairly, in all material respects, the financial position 
of the Company as at December 31, 2001 and 2000 and the 
results of its operations and its cash flows for the years then 
ended in accordance with Canadian generally accepted 
accounting principles. 
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FIVE YEAR SUMMARY 


(in millions of dollars except per common share amounts) 


2001 2000 1999 1998 1997 
At December 31 
Life insurance in force (face AMOUNL) .......s.eeeeeeeeseeeees $ 139,262 $ 141,374 $ 142,657 $ 139,055 $ 138,503 
Annuities imforce (finds held) oe cacccscstecccesesesssneseceees 13,603 127232 11,060 10,233 9,595 
Total assets under administration ...........:ccsscsscsseesesseees 35,778 33,362 30,880 29,359 Diels, 
For the Year 
Premiums: 
Life insurance, guaranteed annuities and 
IMSUTEd Nnealth\prOGUCtS lence spaces: serene 1,840 2,108 2,128 2,262 Day fil 
Reinsurance and property and casualty ...........0.. 3,455 2,878 2,074 2,690 1,829 
Segregated fumds/depOsits cearverscssocesreesssssoesteerssnereeee 2,430 1,954 1,230 1,404 1,059 
otal premiums and! depositse rece seetencsereteresteresass 7,725 6,940 5,432 6,356 5,265 
Summary of Operations 
Income 
PLEIN ATICOIMC este eee eeeesert accross $ 5,295 $ 4,986 AY $ 4,952 $ 4,206 
INEt investment 11 COME <.c..<cceresnescsereersetetereeteetereree 1,701 1,640 1,679 1,612 1532 
Pee alii Ober 11 COM Me rsecsrce saree ete teatro eee eres 187 153 135 114 100 
Total im cone cic ccsscesaceccorec ens sscseere reticence csnorstar ees 7,183 6,779 6,016 6,678 5,838 
Benefits and Expenses 
Paid or credited to policyholders ............ceeesseseee 6,194 5,857 5,037 5,663 4,782 
(CCOMMMISSIONS® cesescscccvssccesocecesetcaccoestensuetestuscrrocessacren 225 226 197 190 174 
Operating expeEMSes)meerec-carssceeenesaweesarerscceenernereeee 377 375 429 505 a7 
PE@MMAUINN CAKES. coves. sas succsnescaseansisascacecsaeastace oarreteaee 29 7) 35 32 39 
Termination fee & related sale COStS .......s.seseeseesee - - - - 86 
Provision for integration COStS .....c.sssessssesesseeneenee - - - - 150 
Net operating income before income taxes ...............::000+ 358 292 318 288 50 
InicOMME: taNES CULLEN E here eceseereceretteesctecene reer s eetereentee ee 102 158 162 46 83 
=o MEU Oe casicaade eer ee 80 (36) (33) 67 (88) 
Net income before minority shareholder interest ........... 176 170 189 175 55 
Minority shareholder interest of London Insurance 
Groupisubsidianiess a: eee eee ens 12 13 11 5 2 
Net income before sold operations .............scssessssseseeseeseeses 164 157 178 170 51 
Net income from operations SOld .........s:sssssssssseeseeseesesneenens - _ - - 149 
ING ERICOMG, 2 fo veccrscctiete ns steeterecs ee ese tne te ne ee $ 164 $ 157 $ 178 $ 170 $ 200 
Summary of Net Income 
Attributable to participating policyholder 
Net income before policyholder dividends .............:.++: $ 511 $ 475 $ 488 $ 492 $ 484 
Policyholderdividendsyemee steer eee eee 497 455 441 447 426 
Net income — participating policyholder ............csssee0+ $ 14 $ 20 $ 47 $ 45 $ 58 
Attributable to shareholder 
Preferred shareholder dividends ...........:.ss:.ssesssssee00- $ 18 $ 18 $ 18 $ 18 $ 23 
Net income — common shareholder ................0.000000-- 132 119 113 107 119 
$ 150 $ 137 $ 131 $ 125 $ 142 
Net incomie:cf..csctartvacauatondentctce ener i ee $ 164 $ 157 $ 178 $ 170 $ 200 
Earnings per COMMON Shaxe ...........csecnecsecnesecsesceseesesesssess $ 1.51 $ 1.36 $ 1.30 $ 1.24 $ 1.45 
Return on common shareholder equity ...........:...:s00000+ 13.1% 12.6% 12.7% 12.2% 10.2% 
Book value per common Share ..........cscsssesssssssecsseessessseessees $ 11.99 GS lately $ = 10.45 $ 9.96 $ 14.21 
Dividends paid to common shareholders 
— per share regular saitacistectth mee Re $ 0.76 $ 0.76 $ 0.76 $ 0.76 $ 0.65 
=\per' share special tsccs,c...0 ee shen $ - $ - $ 0.29 $ 4.92 $ - 
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CORPORATE GOVERNANCE 


he Company was incorporated as Lonvest Corporation 
lee: the Business Corporations Act (Ontario) by 
Certificate and Articles of Incorporation dated May 20, 1977. It 
was continued under section 187 of the Canada Business 
Corporations Act and its name was changed to London 
Insurance Group Inc. by Certificate and Articles of 
Continuance dated May 30, 1990. 


London Insurance Group is controlled by The Great-West Life 
Assurance Company, which holds all of London Insurance 


Group’s common shares. 


London Insurance Group believes that sound corporate 
governance is essential to the well being of London Insurance 
Group and its shareholders. The Board of Directors of London 
Insurance Group is identical to the Board of London Life 
Insurance Company. As a result, the processes and structures 
that are required to properly direct and manage the business 
and affairs of London Insurance Group (ie. prudent and 
effective corporate governance practices) have largely been 
implemented through London Life. London Insurance Group 
offers the following comments with respect to its corporate 


governance practices. 


Board and Board Committees 


The Board of London Insurance Group is comprised of 22 
Directors, and there are currently two Committees of the Board, 
namely the Audit Committee and the Executive Committee. 
The mandate of the Board is to supervise the management of 
the business and affairs of London Insurance Group. The man- 
date of the Executive Committee is to supervise the 
management of the business and affairs of London Insurance 
Group when the Board is not in session. The mandate of the 
Audit Committee is to review the financial statements of 
London Insurance Group and public disclosure documents 
containing financial information and to report on such review 
to the Board. The Audit Committee has direct communication 
channels with the internal and external auditors to discuss and 
review specific issues as appropriate. The membership of the 
Audit Committee of London Insurance Group is identical to 
that of the Audit Committee of London Life and both Audit 
Committees have the same Chairman. 


Board and Board Committee Composition 


A majority of the 22 Directors on the Board of London 
Insurance Group are “unrelated” to London Insurance Group. 
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In addition, a number of Directors are free from any interests in, 
or relationships with, either London Insurance Group or its 
controlling shareholder. 


The Audit Committee is comprised entirely of unrelated non- 
management Directors and the Chairman of the Board is a 


non-management Director. 


Board Operation 


The Chairman’s responsibility toward the efficient operation of 
the Board includes the recommendation, after consultation, of 
appropriate candidates for nomination to the Board, the assess- 
ment of the effectiveness of the Board as a whole, of the 
Committees of the Board, and of the contributions of individ- 
ual Directors, and making recommendations, after 
consultation, concerning Directors’ compensation and any 
changes that would improve the workings of the Board, includ- 
ing increases or decreases in its size, as well as the development 


of London Insurance Group’s approach to governance issues. 


Committees may, at the expense of London Insurance Group, 
retain such professional advisors as the Committees deem 
appropriate for purposes of carrying out their duties and 
responsibilities. 


New members of the Board are provided with an orientation 


concerning London Insurance Group and its business. 


Management is expected to develop an annual business plan 
incorporating the business objectives and key results for which 
management is responsible each year, and to submit the plan to 
the Board for approval. Management is expected to implement 
the plan, to achieve the objectives and results, and to report to 


the Board on its progress. 


Shareholder Matters 


In addition to the public disclosure documents which London 
Insurance Group is required to produce by various regulatory 
authorities, London Insurance Group communicates with 
shareholders through quarterly reports, the annual report and 


press releases when appropriate. 


LONDON 


James W. Burns, O.C. 2 
Chairman of the Board of the Corporation 
Deputy Chairman, 

Power Corporation of Canada 


Gail S. Asper ! 
Corporate Secretary, 
CanWest Global Communications Corp. 


Orest T. Dackow 2 
Corporate Director 


André Desmarais 2 
President and Co-Chief Executive Officer, 
Power Corporation of Canada 
Deputy Chairman, 

Power Financial Corporation 


The Honourable 
Paul Desmarais, P.C., C.C. 
Chairman of the Executive Committee, 
Power Corporation of Canada 


Paul Desmarais, Jr. 2 
Chairman and Co-Chief Executive Officer, 
Power Corporation of Canada 
Chairman, Power Financial Corporation 


Robert Gratton 2 
President and Chief Executive Officer, 
Power Financial Corporation 


Raymond L. McFeetors 
President and 
Chief Executive Officer 


Allan S. Edwards 
Senior Vice-President 


and Actuary 


DIRECTORS AND OFFICERS 


BOARD OF DIRECTORS 
As of December 31, 2001 


Charles H. Hollenberg, M.D., O.C. 2 


Senior Consultant, 
Cancer Care Ontario 


Daniel Johnson 2 
Of Counsel to McCarthy Tétrault LLP 


Kevin P. Kavanagh 2 
Corporate Director 
Chancellor, Brandon University 


J. Blair MacAulay 


Of Counsel to Fraser Milner Casgrain LLP 


The Right Honourable 


Donald E. Mazankowski, P.C., O.C. 2 


Corporate Director, 
Business Consultant 


William T. McCallum 
Co-President and Chief Executive Officer, 
Great-West Lifeco Inc. 
President and Chief Executive Officer, 


Great-West Life & Annuity Insurance Company 


Raymond L. McFeetors 2 
President and Chief Executive Officer, 
of the Corporation 
Co-President and Chief Executive Officer, 
Great-West Lifeco Inc. 

President and Chief Executive Officer, 
The Great-West Life Assurance Company 
President and Chief Executive Officer, 
London Life Insurance Company 


Randall L. Moffat ' 
Corporate Director 


1 Audit Committee 2 Executive Committee 
EXECUTIVE OFFICERS 


William W. Lovatt 
Executive Vice-President and 
Chief Financial Officer 


46 


HINSS SUSRTACN TGs Ea GeReOaUae 


INKGS 


Jerry E.A. Nickerson ! 
Chairman of the Board, 
H.B. Nickerson & Sons Limited 


Gordon F. Osbaldeston, P.C., C.C. 2 
Corporate Director 


The Honourable 
P. Michael Pitfield, P.C., Q.C. 
Vice-Chairman, 
Power Corporation of Canada 
Member of the Senate of Canada 


Michel Plessis-Bélair, R.C.A. 12 
Vice-Chairman and Chief Financial Officer, 
Power Corporation of Canada 
Executive Vice-President, 
and Chief Financial Officer, 

Power Financial Corporation 


H. Sanford Riley 
Chairman of the Board, 
Investors Group Inc. 


Guy St-Germain, C.M. '2 
President, 
Placements Laugerma Inc. 


Gérard Veilleux, O.C. | 
Vice President, 
Power Corporation of Canada 


Peter G. Munro 
Executive Vice-President and 
Chief Investment Officer 


Sheila A. Wagar 
Senior Vice-President, 
General Counsel and Secretary 
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GLOSSARY OF INSURANCE AND FINANCIAL TERMS 


Administrative Services Only (ASO): 

An arrangement where the insurer provides administrative 
services for a plan sponsor’s health benefits plan, such as 
maintaining enrollment information and adjudicating claims. 
The plan sponsor bears some or all of the claim risk. 


Annuity: 

A contract providing income payments at regular (usually 
monthly) intervals for a specified period. A life annuity provides 
payments during the lifetime of the annuitant. An annuity 
certain provides periodic payments over a specified number of 
years and is not dependent on any person’s survival. The 
consideration for an annuity is the payment, or series of 
payments, made to purchase an annuity. An annuity can be 
purchased as either registered or non-registered funds. 


Cash value: 

The amount available in cash upon voluntary termination of a 
policy by its owner before it becomes payable by death or 
maturity. 


Critical illness insurance: 

Provides a one-time lump sum benefit to an insured who has 
been diagnosed with a critical condition. Normally, the insured 
must be diagnosed with a condition listed in the policy and live 
a certain period of time following the diagnosis, to collect 
benefits. 


Derivative financial instruments: 

Financial contracts that derive their value from the value of an 
underlying asset or index, such as interest rates, exchange rates, 
equities or commodities. Derivative transactions are conducted 
in the over-the-counter market directly between two parties or 
on regulated exchange markets. 


Swaps: Contractual agreements between two parties to 
exchange a rate of return on one investment for the rate of 
return on another investment such as a floating rate of inter- 
est for a fixed rate of interest. For cross-currency swaps, 
floating interest payments of one currency are exchanged for 
floating interest payments in a different currency. Equity 
index swaps are contracts to pay or receive cash flows based 
on the increase or decrease in the underlying index. 


Options: Convey the right, but not the obligation, to either 
buy or sell a specific amount of a financial instrument at a 
fixed price either at a fixed future date or at any time within 
a fixed future period. For options purchased, a premium or 
fee is paid for the right to exercise the option. 


Forwards and Futures: Contracts to either buy or sell a 
specified currency or financial instrument at a specified 
price and date in the future. Forward contracts are cus- 
tomized and transacted in the over-the-counter market. 
Futures are transacted in standardized amounts on regulat- 
ed exchanges and are subject to daily cash margining. 
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Notional Amount: The face or principal value upon which 
the performance of a derivative contract is based. In gener- 
al, notional values are not paid or received. 

Maximum Credit Risk: The current replacement cost of all 
outstanding derivative contracts with a positive (receivable 
by the company) value. 


Future Credit Exposure: Represents the potential for future 
changes in value based upon a formula prescribed by the 
Superintendent of Financial Institutions Canada. 

Credit Risk Equivalent: Represents the total of maximum 
credit risk and future credit exposure, less collateral. 

Risk Weighted Balance: Represents the credit risk equiva- 
lent, weighted according to the creditworthiness of the 
counterparty on a basis prescribed by the Superintendent of 
Financial Institutions Canada. 

Total Estimated Fair Value: The net of contracts in a receiv- 
able position (maximum credit risk) and those in a payable 
position. 


Disability insurance: 

A type of health insurance designed to compensate insured 
people for a portion of the income they lose because of a 
disabling injury or illness. Generally, benefits for disability 
insurance are in the form of monthly payments. Individual 
disability insurance policies can be cancellable, where the 
insurer can terminate the policy at any time by providing 
written notice and refunding any advance premiums; or non- 
cancellable, where the insurer must renew the policy until the 
insured reaches a certain age, and cannot increase premiums. 


Experience refund: 

The portion of a group insurance premium that is returned to 
a group policyholder whose claims experience is better than had 
been expected when the premium was calculated. 


Individual Insurance & Investment Products: 

A business unit of the Company in Canada, that markets 
individual clients, and accumulation and payout annuity 
products for both group-and individual clients. 


Life insurance in force (face amount): 
The amount stated as payable at the death of the insured or at 
the maturity of the policy. 


Living Benefits: 
A business unit of the Company in Canada that markets 
disability and critical illness insurance for individual clients. 


Minimum Continuing Capital and Surplus 
Requirements (MCCSR): 

A formula to determine the adequacy of an insurance 
company’s capital, specified by the Office of the Superintendent 
of Financial Institutions Canada. 
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Morbidity rate: 

The likelihood that a person of a given age will suffer an illness 
or disability. The premium that a person pays for health 
insurance is based in part on the morbidity rate for that person’s 
age group. 


Mortality rate: 

The frequency with which death occurs among a defined group 
of people. The premium that a person pays for life insurance is 
based in part on the mortality rate for that person’s age group. 


New annualized premium: 
A measure of new sales, equal to the full first-year premium on 
all sales made during the year. 


Non-participating life insurance: 

Life insurance issued on which policyholders do not share in 
any surplus earnings distributed by the company. No policy 
dividends are payable. The premium is based on an estimate of 
future costs and investment earnings very close to what the 
company feels most likely to occur, with a margin for 
contingencies and profit. 


OSFI: 

Office of the Superintendent of Financial Institutions Canada. 
The federal agency responsible for regulating and supervising 
banks, insurance, trust, loan and investment companies and co- 
operative credit associations that are licensed or registered by 
the federal government. 


Participating life insurance: 

Life insurance on which policyholders share in the surplus 
earnings attributable to the participating business. Dividends 
can be left on deposit in the policy as part of the cash value or 
can be used to purchase additional coverage, pay premiums or 
make loan payments. 


Persistency: 


A measure of how long a policy or block of policies remains in 
force. 


Policy liabilities: 
Amounts set aside today, which when combined with future 


premiums and investment income, will provide for future 
claims and expenses on those claims. 


Policyholder dividend: 


A refund to the policyholder each year of a portion of the 
premium based on the company’s experience and anticipated 
costs. Policy dividends are not guaranteed but depend on 
mortality experience, investment earnings and other factors and 
may be increased or decreased at the discretion of the company. 
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Policyholder surplus: 
The excess of assets over liabilities in the participating 
policyholder account. 


Premium income: 
The income from sales of insurance policies and retirement 
savings and income products. 


Reinsurance contracts: 

Legal agreements in which an insurer (cedant) transfers certain 
risks on insurance policies to another insurance company (the 
reinsurer). 


RRSP: 

Registered Retirement Savings Plan. A plan enabling Canadian 
citizens to establish tax-sheltered accounts to accumulate 
money toward retirement. Income taxed on contributions and 
earnings are deferred until the funds are withdrawn. 


Segregated funds: 

Investment funds managed separately from an insurance 
company’s general funds, on behalf of clients. Unlike mutual 
funds, a percentage of the principal invested may be guaranteed 
in the event of the death of the investor. 


Term life insurance: 

Insurance which provides protection for a specific length of 
time, such as one, five, 10 or 20 years. Most plans allow the 
policyholder to renew for another term or convert the policy to 
whole life insurance. The cost of term insurance increases as the 
policyholder ages. Term insurance does not generally have a 
cash value. 


Universal life insurance: 

A whole life insurance product in which the mortality, 
investment and expense factors used to calculate premium rates 
and cash values are stated separately in the policy. Expense 
charges are deducted from the premium, and the balance is 
credited to the policy’s cash value. Each month, the insurer 
deducts mortality costs from the cash value and credits the 
remainder of the cash value with interest. The policyholder can 
specify the premium amount, and change the death benefit after 
the policy has been issued, subject to restrictions established by 
the company. 


Whole life insurance: 

Insurance which protects the policyholder throughout his or 
her lifetime, providing death benefits and building cash value. 
The policyholder may borrow funds against the value of the 
policy. The premium paying period may vary, e.g., payments 
may end after 20 years or at age 65. The cash value continues to 
build after premiums are fully paid. Also called traditional or 
permanent insurance. 
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SHAREHOLDER INFORMATION 


HEAD OFFICE DIVIDENDS 

255 Dufferin Avenue, Preferred Shares Series D and E — Dividend record dates are 

London, Ontario usually between the 14th and 17th of March, June, September, 

N6A 4K1 and December. Dividends are paid the last day of each quarter. 

STOCK EXCHANGE LISTINGS INVESTOR INFORMATION 

Symbol: LON.PR.D For financial information about London Insurance Group Inc., 
LON.PR.E please contact the Chief Financial Officer at (204) 946-7341. 


The Preferred Shares Series D and E are listed 


on the Toronto Stock Exchange. : 
sce For copies of the Annual Reports, contact the Secretary’s Office 


TRANSFER AGENT AND REGISTRAR at (204) 946-8366. 
CIBC-Mellon Trust Company 

P.O. Box 1, 320 Bay Street 

Toronto, Ontario M5H 4A6 


Great-West Life and key design are trademarks of The Great-West Life Assurance Company. 


London Life, Freedom 55, Freedom 55 Financial, Freedom Funds, London Insurance Group, London Reinsurance Group and LRG, 
London Guarantee and London Guarantee Insurance Company are trademarks of London Life Insurance Company. 


Quadrus Investment Services Ltd. and design, Quadrus and Quadrus Group of Funds are trademarks of Quadrus Investment Services Ltd. 


49 


LONDON 
INSURANCE GROUP 


, 
oy /4 


London Insurance Group Inc. 
255 Dufferin Avenue 

London, Ontario N6A 4K1 
Canada 


15-1285(01LLIG)-03/02 


